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HUD LOSING $1 MILLION PER DAY- 
PROMISED “REFORMS” SLOW IN COMING 


TUESDAY, MARCH 23, 1999 

House of Representatives, 
Committee on Government Reform, 

Washington, DC. 

The committee met, pursuant to notice, at 12:15 p.m., in room 
2154, Rayburn House Office Building, Hon. Dan Burton (chairman 
of the committee) presiding. 

Present: Representatives Burton, Gilman, Morelia, Mica, Terry, 
Biggert, Ose, Chenoweth, Waxman, Kanjorski, Mink, Norton, 
Cummings, Kucinich, Tierney, Allen, and Schakowsky. 

Staff present: Kevin Binger, staff director; Daniel R. Moll, deputy 
staff director; Barbara Comstock, chief counsel; David A. Kass, dep- 
uty counsel and parliamentarian; Jane Cobb, professional staff 
member; Mark Corallo, director of communications; John Williams, 
deputy communications director; Carla J. Martin, chief clerk; Lisa 
Smith-Arafune, deputy chief clerk; Corinne Zaccagnini, systems ad- 
ministrator; Jacqueline Moran, legislative aide; Maria Tamburri, 
staff assistant; Phil Schiliro, minority staff director; Phil Barnett, 
minority chief counsel; Cherri Branson and Michael Yeager, minor- 
ity counsels; Ellen Rayner, minority chief clerk; Jean Gosa, minor- 
ity staff assistant; and Barbara Wentworth, minority research as- 
sistant. 

Mr. Burton. The committee will come to order. 

A quorum being present, we will proceed. 

Several weeks ago, this committee held a hearing about Federal 
programs that are wasting billions of taxpayer dollars every year. 
These programs are on GAO’s high risk list, because mismanage- 
ment and internal weaknesses make them very vulnerable to 
waste, fraud and abuse. Today’s hearing is the second in a series 
of full committee hearings that will examine these high risk areas. 

During the February 10th hearing, I promised to try to work 
with our appropriators to hold agencies accountable for addressing 
the high risk areas. Since then, I co-signed a letter with Chairman 
Bill Young of the Appropriations Committee to every major agency. 
It puts them on alert that we want to see serious efforts to resolve 
these problems, starting with specific, measurable performance 
goals and their annual Results Act plans. 

Without objection, I would like to enter this letter into the record 
at this time. This is the letter we sent to all the agencies from 
Chairman Young and myself. Without objection, so ordered. 

[The information referred to follows:] 

( 1 ) 
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Congre£i£( of tfje fBnitefi States! 

SillaiEffjmgton, 20515 


March 9, 1999 


The Honorable Andrew M. Cuomo 
Secretary 

U.S. Department of Housing and Urban Development 
45 1 Seventh Street, S W 
Washington, DC 20410 

Dear Secretary Cuomo: 

The General Accounting Office and your inspector general recently provided 
Congress with reports on the most serious fraud, waste, mismanagement, and 
performance problems facing your agency. Their reports are enclosed. The problems 
they identify are based on extensive, and often recurring, audit work. These problems 
waste millions, if not billions, of tax dollars eadi year and undermine your agency’s 
ability to perform the basic functions that our citizens need and legitimately demand from 
it. 


We, as Chairmen of the House Committee with broad oversight over government 
management practices, and the House Committ^ that funds all government agencies, 
plan to work together to make sure that the most serious problems facing our government 
are being addressed appropriately. 

Most of these problems have been documented many times before. The purpose 
of this letter is not to call them to your attention once more, since you should already be 
thoroughly ftuniliar with them. Rather, we write to inform you of our intention to target 
these problems diuing the 106^ Congress. 

Many laws enacted in recent years give agencies the tools needed to address these 
problems — and give Congress and the American people the ability to hold agencies 
accountable for achieving results. The most important is the Government Performance 
and Results Act, popularly know as the “Results Act.” We expect you to use these tools 
vigorously during the next two years to address your problems; you can be assured that 
we will also use them vigorously to assess your agency’s performance. Specifically: 

* We expect you to adopt ftrm commitments to address your agetKty’s problem 
areas in your atmual Results Act performance plans ftirough sirecific wd 
measurable annual performance targets. We don’t expect you to solve die most 
serious problems overnight What we do expect are commitments that set a clear 
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course to resolving each problem as soon as practical, with measurable road 
marks of progress along the way, for which you will be accountable. 

• You can expect to be asked about your problem areas, and your efforts to address 
them, in connection with your appropriations requests this year. Among other 
things, we will explore where your agency stands in implementing GAO and IG 
audit recommendations directed at these problems. 

• Where we find a lack of adequate commitment or specific action to address the 
problem areas, you can expect to see the results in our fimding decisions. We 
simply are unwilling to subsidize wasteful, inefficient, or ineffective programs 
and activities where no serious effort is being made to fix them. 

Every American has the right to expect the federal government to work honestly 
and efficiently. Every American has the right to demand that the government be 
accountable for delivering concrete results in return for their hard-earned tax dollars. We 
are sure that you share these obvious principles, and we hope that you will work with us 
to turn them into reality. 



Reform 


Enclosures 
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Mr. Burton. I plan to share what we learn here today with the 
Appropriations Committee, and I’m going to work with them to do 
whatever is necessary to get the agencies to turn these problems 
around. What Chairman Young and I wanted to stress to all of the 
agencies about the Results Act is that there has been an attitude 
of, well, maybe we’ll comply and maybe we won’t. 

A number of the agencies that are supposed to comply with the 
Results Act have done almost nothing. Some have done minimal 
things. And some have tried a little bit harder. But the fact is, the 
Results Act is the law and it needs to be complied with. 

One of the things I said to Chairman Young that I think is very 
important is that the Results Act did not appear to have any teeth 
in it. The way to make sure there were teeth in it was to have the 
Appropriations Committee, as well as myself, let them know that 
there were penalties to be imposed if each agency did not comply 
with the Results Act, which means very simply that there will be 
a very hard look taken at their budgets and their expenditures. If 
they don’t comply with the Results Act, then we find ways that 
they should have complied. There may be some substantial cuts. 
We think that’s something they ought to understand. 

Our hearing today will focus on the Department of Housing and 
Urban Development. It would have been helpful if we had HDD’s 
performance plan by now. Every other major agency has submitted 
a performance plan at this point. But HUD has not. If we had it, 
we would have been able to see how specifically HUD plans to ad- 
dress some of the problems that we will look at today. 

I sincerely hope we’re going to see that plan soon. In the mean- 
time, I expect FHA Commissioner Apgar to tell the committee his 
specific goals and measures for resolving the high risk problems as 
I requested in the invitation letter to him. I’ve talked to Secretary 
Cuomo a number of times. He’s a very nice fellow and I think he 
has the best interests of the Department of HUD at heart, and I 
think he wants to do the right thing. But evidently, he needs more 
help from his assistants to make sure they have a plan and they 
get on with it. 

Today the high risk program we will examine is HDD’s Federal 
Housing Administration [FHA]. FHA is the home mortgage insurer 
for many people who wouldn’t ordinarily qualify for a home loan in 
the private marketplace. For example, first time home buyers and 
people with not so perfect credit histories. Every year, thousands 
of these mortgages go into default, and the FHA is responsible for 
reselling these homes. 

This is where the problems start. HUD is sitting on a huge back- 
log of repossessed properties, and the list is growing every year. A 
lot of these properties sit in HDD’s inventory for months, some 
even for years. Some abandoned properties have been in HDD’s in- 
ventory for more than 8 years. 

HDD’s contractors are so poorly managed that the properties 
have become run-down and vandalized. The value of the properties 
is plummeting and hurting the whole neighborhood. The manage- 
ment of this process is such a fiasco that HUD is losing over $1 
million every single day. 

This is not a new problem. It’s been going on for years. They’ve 
been on GAO’s high risk list since 1994. 



5 


Just as significant as the cost to the taxpayer is the cost to indi- 
viduals and neighborhoods. Management failures and staffing 
shortages have resulted in lax oversight of the contractors respon- 
sible for maintaining these properties. One HUD office in Florida 
was so shortstaffed that they did not visit their contractor handling 
these properties in 3 years. In another case, the contractor per- 
formed the work, inspected the work and approved the payment to 
himself with no oversight. 

As you can see from the pictures on these easels that we have 
over here to the left, some taken as recently as this month, the lack 
of proper attention to these properties exposes them to vandalism, 
maintenance problems and safety hazards. How would you like to 
live in that one on the left? 

The longer they sit in these conditions, the more the value dete- 
riorates and the more money HUD loses and the more the neigh- 
borhood suffers, and the more everybody that lives in the neighbor- 
hood complains. 

One of HUD’s primary missions is expanding home ownership. 
But evidence and testimony you will hear today indicates this pro- 
gram is not achieving this mission. Home ownership is clearly a 
problem when the rate of FHA foreclosures is rising. 

Look at the recent trends. In fiscal year 1996, there were just 
under 61,000 foreclosures. In fiscal year 1997, the number was 
71,000 foreclosures. For fiscal year 1998, it was 76,000 foreclosures. 
Why is the number of FHA insured families defaulting on their 
loans increasing in an economy that’s growing like ours is? How 
long can neighbors living next to blighted HUD properties expect 
to wait for HUD reforms while their property values continue to go 
into the tank? 

HUD’s mission is not to drive down communities, its mission is 
to make communities better. Communities do not deserve this from 
their Government, and the tax dollars that support it. 

Three of our witnesses testified before Congress 1 year ago al- 
most to the day. At that time, they talked about the condition of 
many of the HUD homes in their neighborhoods, and what these 
poor conditions do to them and to the surrounding community and 
the property values. One witness even had the personal experience 
of foreclosure on his FHA mortgage. 

I’ve asked these witnesses to return today to give us a status re- 
port. I want to ask them if the situation over the past year has im- 
proved at all. 

In fairness to HUD, this agency has been troubled for many 
years. I’m sure this administration inherited more than its share 
of problems when it took the helm 6V2 years ago. HUD will testify 
today that FHA’s property disposition program is in transition. 
We’ll hear about the enormous undertaking to contract out all the 
responsibilities for reselling these homes. 

How long do HUD officials expect the transition to these new 
contracts to take? And what will HUD’s oversight of the new con- 
tracts look like? 

Poor contractor oversight has been a serious problem for this pro- 
gram in the past. If the FHA couldn’t manage these contractors in 
the past, and now they’re going to give them even more responsi- 
bility. Is it going to work any better? 
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I’d also like to know when HUD expects the trends I mentioned 
earlier to take a positive turn. Even though the population that 
FHA serves is considered more risky than that of the private sector 
mortgage industry, it seems to go against all reason to see fore- 
closure rates going up and up during this good economy. It’s not 
what is happening in the private mortgage industry. 

Our witnesses today will help us understand the present state of 
affairs with this program. I hope we’ll get some answers from HUD 
on what their reforms are and when we can expect them to be real- 
ized. 

As part of my opening statement, I want to show a segment of 
the NBC Nightly News called Fleecing of America that aired sev- 
eral weeks ago about HUD’s FHA properties. But first, I want to 
say something to HUD. My understanding is that in the days prior 
to NBC’s original piece, HUD led an all-out offensive against NBC 
not to show it. It has also come to my attention that HUD has gone 
on an offensive against the General Accounting Office. 

I know there was heavy lobbying going on leading up to the re- 
lease of the high risk list. I also have a copy of a letter dated 
March 12 , 1999 that HUD Deputy Secretary Saul Ramirez sent to 
Comptroller General David Walker that personally attacks him be- 
cause HUD is on GAO’s high risk list. 

Also, the battles HUD has engaged in with its Inspector General 
are no secret, and we had a manifestation of that when the IG 
spoke here just a couple of weeks ago. 

I know that HUD has taken its share of knocks over the years, 
but not without reason. The management problems at HUD exist 
now. They are affecting communities and families today. HUD offi- 
cials need to understand that shooting the messenger is not going 
to solve their problems. More than ever, HUD needs to focus its re- 
sources on solving problems and not fighting the messenger, such 
as the IG or the GAO. So let’s move forward, recognize the prob- 
lems where they exist, try to find solutions and give the American 
public the accountability that they deserve. 

Now I’d like to have this piece shown from “Fleecing of America.” 

[Video shown.] 

Mr. Burton. Let me just say before I turn to my colleague from 
California, Mr. Waxman, that evidently one house, not all of them, 
but one house in that piece was characterized as one of the homes 
that was controlled by HUD, and evidently there was some ques- 
tion about that. So NBC made a mistake, but that was only one 
of them. All the rest of the homes shown in that piece were actu- 
ally HUD controlled properties. 

With that, Mr. Waxman. 

Mr. Waxman. Thank you, Mr. Chairman. 

While we have an obligation to scrutinize HUD, we also have an 
obligation to bring balance and fairness to our scrutiny. Unfortu- 
nately, that’s not always the case, as is clear, I think, by the video 
you just showed us. Paul Harvey used to say, and now here’s the 
rest of the case. 

What bothers me about this broadcast we just saw is that the 
filthy, run-down house NBC featured as exhibit A against HUD 
isn’t even a HUD property. HUD had no responsibility for main- 
taining that house, and they shouldn’t be blamed for its condition. 
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The chairman just acknowledged the fact that NBC doesn’t dis- 
pute this. They even ran a retraction on March 19th, making it 
clear that this dilapidated property is not in HUD’s inventory. You 
say, well, that was only one of the houses in that video. That was 
the house that this story was all about. And it wasn’t even a HUD 
building. 

I’m also bothered by the story’s emphasis on a 1998 GAO report 
that ignores a more comprehensive evaluation by Arthur Andersen 
Consulting that reaches a markedly different conclusion. I’m both- 
ered by the misleading and inaccurate allegation that HUD is los- 
ing $1 million a day. I noticed that the chairman is even using that 
statistic as fact. 

But as we’ll see by the end of this hearing, HUD isn’t losing $365 
million a year on the FHA program. Instead, the FHA program is 
actually responsible for a net gain of $1.5 billion in 1998, and is 
projecting a net gain of over $2 billion in 1999. There’s no evidence 
of any demonstrable waste, fraud or abuse in the program. 

Indignation must never be a substitute for fact. I’m sure if NBC 
were a bit more careful, it could have found an actual HUD prop- 
erty in abysmal condition. They do exist. But I suspect they are ex- 
ceptions. 

While it’s probably inevitable that some problems will arise in a 
small number of HUD’s 40,000 properties, our goal must be to con- 
tinue to have every property in the best condition possible. 

The chairman said HUD was trying to intimidate NBC before 
they ran this broadcast. I don’t know anything about that. Maybe 
HUD was trying to tell NBC that they were featuring a house that 
wasn’t even under HUD’s control. 

Mr. Chairman, ensuring that all Americans have access to safe 
housing is one of our Nation’s highest priorities. So I welcome this 
opportunity today to evaluate HUD’s performance. The scandals 
and mismanagement that has plagued HUD in the 1980’s has re- 
cently given way to a new approach and a strong commitment to 
improve Government service. 

GAO, which has been critical of HUD in the past, has recognized 
these reforms, and recently noted that “HUD continues to make 
credible progress in overhauling its operations to correct its man- 
agement deficiencies.” While further improvements are still needed, 
I want to commend Secretary Cuomo for the significant accomplish- 
ments he and the Department have already achieved. 

I think he’s a nice guy, too, as the chairman pointed out. But 
that has nothing to do with anything. If he’s doing the job he’s sup- 
posed to do, he should be commended. If he’s doing things he 
shouldn’t be doing, he should be corrected. But simply to use a 
hearing to beat up on HUD, without substantial evidence to back 
it up, is not a responsible oversight. 

We have to scrutinize HUD. We also have an obligation to bring 
balance and fairness to our scrutiny. The FHA program is a lifeline 
for home ownership to thousands of families across our country. 
Over 75 percent of first- time homeowners have FHA approved 
mortgages. FHA insures more mortgages for African-Americans 
and Hispanics than any other insurer. And 93 percent of FHA 
mortgages have no problems, and do not result in default. 
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Now, that’s a significant figure, because 93 percent of the loans 
are fine, but 7 percent do end up in default. That’s higher than 
other lenders who have a lower rate of default. But the loans of 
FHA are to people who wouldn’t be able to otherwise get these 
loans to buy a home. That’s why the Federal Government estab- 
lished the FHA program. 

I look forward to today’s testimony and our testimony that we’re 
going to receive. But I was taken by surprise when the chairman 
talked about, why are we having more homes foreclosed when our 
economy is doing so well. 

Well, in 1993, there were 918,700 bankruptcy cases in the United 
States. In 1997, we had 1,317,000 bankruptcies in the United 
States. Our economy is doing very well for most people, we’re all 
grateful for that fact. But we are seeing many of our people not 
holding up well under these circumstances, and we see more and 
more people going into bankruptcy as a result. Not all of the bank- 
ruptcy cases involve HUD, but they are an illustration of the fact 
that some people cannot sustain themselves, some people do go into 
default on their loans. And some of those loans are HUD loans, 
some are not. And when they are HUD loans, the properties are 
to be maintained properly, and we want to make sure HUD is 
doing their job. 

I thank you, Mr. Chairman, for this opportunity to make this 
opening statement, and I yield back the balance of my time. 

Mr. Burton. Mr. Gilman. 

Mr. Gilman. Thank you, Mr. Chairman. 

I want to commend Chairman Burton for moving forward with 
today’s hearing. I think it’s important for this committee to exam- 
ine any waste, fraud or abuse, wherever it may be. It’s important 
that we in the Congress, and more specifically, those of us on the 
Government Reform Committee, hold our Federal agencies account- 
able for the funds we provide to them. 

As the chairman mentioned, HUD has been on GAO’s high risk 
list of Federal programs that are vulnerable to waste, fraud and 
abuse since 1994, which has cost our budget millions of dollars a 
day. I find that more appalling when we consider that today. I’ll 
be meeting later on with housing authority directors from my own 
congressional district who undoubtedly will be asking for increased 
funding for Section 8 funding in the appropriation process. 

While I have and will continue to insist on adequate availability 
of Federal housing vouchers and subsidies to those who are in need 
for such housing, I want to make certain HUD is not wasting these 
funds that we in the Congress have appropriated. 

So again, Mr. Chairman, I want to thank you for bringing this 
issue to the attention of the Congress. I’d be pleased to yield to the 
gentleman. 

Mr. Burton. Let me just say that although the piece that we 
just saw did have a piece of property that was not technically 
under the control of HUD, I have been in HUD projects myself, 
personally. I have walked through some of them. The stench was 
terrible. And it wasn’t that long ago that I was going through 
those. 

As a matter of fact, I want to cite one multi-housing project in 
Indianapolis that was built, this was several years ago, called Riv- 
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ers Point. There were two high rise buildings. They were so poorly 
managed by HUD and so poorly watched that they were completely 
destroyed. The elevators didn’t work, this was within 4 or 5 years 
after their construction. 

People had defecated in the bathtubs, there were rats, it was just 
an absolute disaster. 

They sold those for about a nickel on the dollar, or 10 cents on 
the dollar to a private contractor. He went in and cleaned them up, 
fixed them up, and now they are high rise apartments, some are 
even luxury apartments. 

That’s just tragic, the billions of dollars that are wasted, the mil- 
lions of dollars that were wasted on that one project. 

Now people can say, well, this isn’t the case, this one piece of 
property is not really, it’s the exception rather than the rule. I 
want to tell you. I’ve been through these houses. I was in the real 
estate business. That was my business, I was a realtor before I 
came to Congress. My brother still is a realtor. 

We have been through these houses, a lot of them, in Indianap- 
olis, one of the cities that was mentioned. And I want to tell you, 
there’s a lot of improvement that can be made and HUD needs to 
do it. 

I thank the gentleman for yielding. 

Do any other Members wish to be heard? The gentlelady from 
Hawaii. 

Mrs. Mink. Thank you, Mr. Chairman. 

I yield to the ranking minority member. 

Mr. Waxman. Thank you for yielding. I’m sort of taken aback by 
the chairman’s statement of his own personal experience. I don’t 
doubt that he experienced what he claimed. But public housing is 
different than houses that were under discussion where there’s a 
loan to a purchaser for a single family dwelling. A lot of these 
multi-family residences are public housing, sometimes run by the 
local people with some Federal dollars, sometimes they are run by 
private owners who have received help from tenants that have Sec- 
tion 8 vouchers. 

So I think we ought to be indignant whenever we see any abuse 
or fraud. But because we see some abuse or fraud doesn’t mean 
that everything is abused and fraud is the norm rather than the 
exception. 

I point out the high number of bankruptcies, I just want to say 
that I pulled off the Web this statistic, more Americans filed for 
bankruptcy in 1998 than ever before. That’s pretty startling, when 
we recognize we’ve had such a good economy for most people. But 
for a lot of people, it wasn’t a very good economy and they weren’t 
able to hold onto their homes, weren’t able to pay their bills, had 
to go into bankruptcy as a consequence. 

I thank you for yielding, and I just raise this doubt in my own 
mind whether we’re not comparing apples and oranges, and wheth- 
er HUD had the responsibility for the public housing the chairman 
walked into or whether they didn’t. Let’s hear from the witnesses 
and maybe we’ll be able to sort through these different claims as 
we go through a scrutiny, which is appropriate for our committee, 
and I commend the chairman for calling an oversight hearing, so 
that we can look into the HUD activities. 
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Mr. Burton. Our first panel will be Ms. Nancy Cooper. Excuse 
me, did you wish to speak? The gentlelady is recognized for 5 min- 
utes. 

Mrs. Biggert. Mr. Chairman, I would like to enter a statement 
into the record. 

[The prepared statement of Hon. Judy Biggert follows:] 
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Statemeaf of Representative Judy Biggert 
Goveinment Reform Committee Hearing 
‘^HUD Losing SI Million Per Day - Promised ‘Reforms’ Slow in Coming” 
March 23, 1999 

Tliank you Mr. Chairman. I am very pleased to participate in today’s hearing about the 
need for reforms at the Department of Housing and Urban Development (HUD). Since 
1965, HUD has been the governmental department chafed with helpii^ our nation’s 
communities meet their development needs; rehabilitating and providing low-cost 
housing for the poor; and enforcing our Fair Housing Laws. HUD is clmrged with an 
import^t mission - to help every American find a safe home. 

We are here today because serious deficiencies in management at HUD cripple the 
effectiveness of die HUD missioiL Indeed, in 1 994 the General Acscounting Agency 
(GAO) named HUD a department at “High-Risk.” HUD is the only federal <fcparteient 
on the “High-Risk” list, GAO’s catalogue of the federal agencies, departments and 
programs at most risk of wasting taxpayer dollars. 

Since 1997 HUD has made significant improvements in management ~ departmental 
leadership made reform a priority. While I am pleased to see this progress, continued 
Congressional oversight is necessary to ensure that HUD continues to move forward. 
Today’s te^mony will focus on FHA’s Single Family Housing — Real Estate Owned 
Program. I am interested to hear our witnesses discuss the 41 ,000 properties in the 
inventory of fids program. I would like to hear their perspective as to how HUD and 
Congress can ensure the success of the Real Estate Owned program. Thank you again to 
our witnesses for being here, and to the Dtitinnan for his leadership on this issue. 
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Mr. Burton. Would you yield to me for just one moment? 

Let me just say in response to my colleague, before we have our 
first panel, real estate was my business. Single family dwellings 
were part of my business. I know of what I am speaking. I know 
who was financing them and who was controlling the properties 
that I went into. There’s no question about it. 

So I just want to make sure the gentleman from California un- 
derstands that I know these were properties managed by HUD that 
were FHA financed that weren’t properly taken care of. There’s just 
no question about it. 

Mr. Waxman. When was that, Mr. Chairman? 

Mr. Burton. I went out with my brother in Indianapolis prob- 
ably 6 months ago. My brother is still a realtor, and vice president 
of a company in Indianapolis. 

[The prepared statements of Hon. Helen Chenoweth and Hon. 
Bernard Sanders follow:] 
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Statement of Representative Helen Chenoweth 
Committee on Government Reform 
Regarding HUD Reforms 
March 23, 1999 

Thank you, Mr. Chairman. I am pleased that these hearings are taking place today. Quite 
frankly, Mr. Chairman, I have some concerns that the HUD reforms which are intended to save 
taxpayer money, might result in the opposite in my district. 

First, die changeover from Real Estate Asset Management contractors to the so-called 
“M&Ms” could mean a loss of business and employment in my district. Our local REAM 
contractor -- a company by the name of Deanco — has worked for HUD for five yeais. Bob and 
Jeanie Dean take pride in their woric, cleaning up houses, making fimdamental structural and 
cosmetic repairs, and preparing these homes to be resold. With the consolidation of single- 
family housing operations into the four Home Ownership Centers, a contractor from Atlanta, 
Georgia will conduct all future HUD property management in Idaho and this family-owned local 
business might go under. 

I am concerned that HUD’s new managment system not only could threaten local 
businesses, Mr. Chairman, but that it could also undennine local property values and waste 
federal taxpayer dollars. 

The new management program attempts to solve the delay problems by eliminating the 
refurbishment process and reselling default homes in their existing condition. Many times 
families who default on HUD loans do so becai^ they are short on cash and may have been for 
quite some time. These femilies most likely have not been able to afford home maintenance or 
regular repairs. By the time HUD repossess the home, the damage may be extensive. By 
reselling Ae home in this condition, HUD will force American taxpayers to take a loss on the 
property. Not only that, but families who must purchase the lower-cost homes are again unlikely 
to be able to invest in repairs or enhancements. Ihis could seriously impact neighborhood 
property values. The net result is that HUD is peddling garbage homes at taxpayer expense and 
creating slum neighborhoods. Is that consistent with the Agency's desire to produce affordable, 
quality housing for families? 

Mr. Chairman, there are clearly management concerns within the Housing 
Administration. Losing $l million dollars per day due to poor management is clearly a problem. 
But this is not the solution. By not refurbishing these homes before they are resold this 
government is being irresponsible and lazy. We are attempting to fix management problems by 
defaulting on our responsibility to maintain homes in our ownership the very definition of a 
slum-lord. 

I hope that today we will have some answers to these concerns. I hope to have some 
information I can bring home to the people of Idaho — in particular to Bob and Jeaiie Dean — 
that will help th^ understand why their government is persisting in this course of action. 
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TESTB^ONY OF CONGRESSMAN BERNI£ SANDERS (I- VT) c«H>-«up«».E#s«c.e« 
GOVERNMENT REFORM COMMITTEE ED&AR1NG ON THE DEPARTMENT OF 
HOUSING AND URBAN DEVELOPMENT 
MARCH 23. 1999 

1 am glad th^ t}» Govemmeat Refonn Committee is looking into a number of 
problems with the adnUoistratioa of several programs at die Department of Housing and Urban 
Devdopmcnt (HUD). 1 ^ecij5£al^ would like U> raise my serious concerns today about 
HUD'S perfonmuice regacding the diqK>sttioci of HUD-acquiied single family pr opert i ^. 1 am 
also concerned with the direction HUD is taking in order to imnedy what is umleai^iy a bad 
situation. 


On June 29, 1998, 1 submitted written comments to tltt Rules Docket Qeik of HUD' s 
Office of Genetal Counsel reganfing die May 29, 1998 Proposed Rule on the diqiosition of 
HUD-acquired single ftmily prr^ietties <Docket No. FR-4244-P-02, SIN 2502-AG9b). On 
Novraaber 12. 1998, 1 reateratod those concerns in a letter to Morris "Bud" Carter. Director of 
tire Pftiladejphia Homeownersh^ Center, atrd pit^sed an alternative for the diqxisition of 
HUD’s teal ^tate-owned CRBO) properties In my state of Vomoot. B was with a certain 
amount of disappointment that I teamed diat HUD released a Final Ibile on Fdnuaiy 9, 1999, 
and has already awarded a contract for the sale cdREO properties - a contract that covers »x 
New England states, including Vermont. 

Clearly, 1 af^ieciate HUD's efforts to identify and implement a more timely and cost 
effective metbi^ to diqxise of its RBO inventory. The Icmger RBO ^pperties remain in 
HUD's inventory, the more HUD's bolding costs increase, the longer the proi»ities remain 
uoavailable as home ownersh^ of^Kurtunities for potential purdiasns. and the kmger 
conuBunities have ti> endure the destabilizing efiects of vacant, and many times unsafe, 
prqpcrties. 

1 also recognize that in order to keep the costs of fodnal mortgage insurance low, we 
must m in im i z e losses to, and misuie tiie stability of, the Federal Housing Admiidstraticrn's 
Mortgage Insurance Fuad (MIF). Howevn^, I am concerned tiuit inivatizing the RED process 
may emnpromise long-tenn go^ of piovidiag affordable hcane owneiship oppestunhies in 
fovor of short-term fiscal concerns, 

Spedficaliy, I am concerned that HUD’s new *REO acquisition metiiod" does not 
adequa t ely address, or have proviaons to ensure, the affordabili^ of the RBO properties once 
tiiey are sold. Nor, for that matter, do 1 see provisions to ensure tiiat tiie pn^Tcities will 
ronain owner-ocaqded afior they are sold. 
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As a matter of federal housing policy, we reoogntee that home ownsraKp - the 
uttiinue symbol of die "America Dteam* — ismains out of react for many ozdnary 
Americans. More and more, even two-income woriting fainilia And that they can not aiSoid 
to jiuichaK! a home in today's markm. Yw, buying a home is the most impoitant on the 
road to economic indqpendence for most Americans, When families buy a home, not only do 
they stabilize their housing expenses, but they also begin building an asset that can be used to 
tence a college edncatitn, start a business, or be passed on to their chOdien. 

That is why the Fedmal government has long encouraged borne ownership dnough a 
varied of medimlmis, including FHA-insuied moi^ages. dearly, it is unfortunate font some 
familira with BEA-insured mortgages can't meet their obligarions, and end up in foreclosuie. 

To my mind, die Americaii people have already indirectiy invested in these RBO 
properties teough mm^age mbsidies and guarantees. I believe it is important to protet* that 
investrnem. Just im I think rt is esstential to stabilize excessive losses to iie MIF. However, 1 
find it i|uito troubling foat urilh die liEO acquisition method* HOD ^ipeats to be promoting a 
profit-driven property disposal strategy that to my mind can only adversely eifoa die 
affordability of the housing. 

I believe that whoever possible, these properties should be used to provide affordable 
hone ownmshi^ oi^iottttntties for adidtimial American families. This can be sdAc^^y 
accomplished thniu^ the diiBct sale motaod to housing devdopmeot imn-proifits. By utilizing 
the direct sale method, not only is HUD's mission of providing home owncrsh^ cqiportunities 
for American families tbnheied, but those (pportunities will be provided for low- and 
modoate-income f amilies . 

The use of direct sales to nonpnufits in HUD-desiguated revitalization areas mal^ 
particular sense. They are the areas of greatest need for affordaUe houring, and home 
ownership efibrts in those areas are an important tool in reclaiming abandoned and distressed 
properties and in stabilizing and tevhaliziag neighboiboods. However, I can not sbess etrangb 
that there is a denumstrated need for affordable bomeownenh^ cpportmiities in virtually all 
communities of our nation. In my stale of Vennont that is certainly tiie case. 

I conunend HUD for recognizing that many non-profits have come to dqieiul on HUD- 
sequired properties as a lesouree for their housing programs, and for slating that the 
Department is committed to continuing ita partnership witii diose gioiqis. Similarly. I am 

pleased that die Kule jHovides HUD with the (Sscretioo to use other methods of sale, on a 
case-by-case basis or as a i^ular course of its business, as defined in 24 CFR $291 .90. 
However, I am conemned tint now diat the 'RED acqulsithm medtod* is available to HUD, it 
may be utilized to the detriment of othw sales methods, and to tbe detriment of the larger g^ 
of providing q^Mabie housing. Accontln^y, I urge HUD to act aggressively to follow 
through on its comnhmmit to nutoe available a portion of die prop er t i es acquiied to nc^msfit 
o^arnzmkns. 


fo summary, wUIe I agree diat moving HBO properties out rrt'HUD'alnveirtory 
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quickly and efficiently is a crucially needed n^onn, I am very concerned with HUD's 
admission that the implementation of the "REO acquisition method” will result in fewer 
properties available for direct sates to nonprofit organisitions and municipal government. It 
seems to me drat la o^ter to achie^ (ms important and fimcten^atal ^ricy goal (curing the 
smbility of the HUD may be mming its b&ck on another providing affordable home 

ownership opportunities). To my mind, this would be the wrong solution to a very real 
problem. 

In Vermont, my staff has been working with the local Hlff) office, the Ci^ of 
Byding^n, md tito Buriington Community Land 'Dust (BCLT) to (teal with in a vmy 
different manr^. Last June, Ae Io«d ki^-off of National Homeowi^rsh^ Wc:dc at the 
site of a R£0 property in Burlington. I was very pleased to participate in that event, and to 
meet the home buyer cm the back porch of her new home - a HUD-owned prcfierty that had 
stood vacant aind boarded up, di^eriotating, for three years. Worldng with HUD, the BCLT 
was able to rehabilitate the now blighted prop^ty, and put it back into tim affi)i^l 2 ti)le housing 
poitfolk). AH HUD M to do was commit to sdling the property to tite BCLT in a timdy 
maim^ and ^ a diKxnmt. 

Since June, HUD has sold to the BGLT several other discounted REO properties just 
weeks after they became available, inctuding three in the in the heart of Burlington's HUD- 
ctesi^oated Enterprise Communicy. By paitseiing with the BCLT, these HUD RHJprcpeitles 
are now providing additional affordable homeowner^p c^portitnities for low- Hid mo<terate- 
income Venconters. Since these prc^ierti^ are now in a bousing land trust, they will r^ain 
affordable in perpetuity. And because the process has been quick and efficient, HUD is 
avoiding the carrying charges it normally would have incurred. 

This is the kind of model I would like to see regarding tiie di^sition of HUD- 
foreclosed properties. But rm afraid what is «sstestially the prlvaEtization of tiie BEO di^iosal 
pro^s may bring this arrangement to a halt. Accovdingiy, 1 would lilce to know If: 

► Under the February 9, 1999 Rule, does IMJD intend to continue to offer REO 
properties to housing development non-protits and munichial govemmoits before the 
prqpeities are put on the op^ matimt? 

► If so, will this be limited to HUI>-desigiiated revitalization areas? 

•- Who will make the deteimination as to which bow many imperties, and which 
properties may be offered? 

^ How will the purdhase price be detennined? 

► When rtoes HUD intend to issue a Rule impleraemiDg Section 602 of the FY 1999 VA- 
HUD Ai^ropriations Act that mandates the Secretary to provide a preference in the 
sale of HUD acquired single family homes to non-pre^t organizations azKi municq:^ 
go\temments? 
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Mr. Burton. We will now bring forward Ms. Nancy Cooper. 

[Witness sworn.] 

Mr. Burton. Ms. Cooper is the District Inspector General for 
Audit in HUD’s Office of Inspector General. Her office is respon- 
sible for ongoing work in the field regarding FHA’s single family 
program. She will testify regarding the current status of the single 
family property disposition program. 

She is up here today from Atlanta and we welcome her and 
thank her for her responsiveness under the heavy time constraints 
the committee has put her team under. 

Ms. Cooper. 

STATEMENT OF NANCY H. COOPER, DISTRICT INSPECTOR 

GENERAL, SOUTHEAST/CARIBBEAN DISTRICT, U.S. DEPART- 
MENT OF HOUSING AND URBAN DEVELOPMENT 

Ms. Cooper. Good afternoon. Mr. Chairman and members of the 
committee, my name is Nancy Cooper. I’m District Inspector Gen- 
eral for the Southeast/Caribbean District in the Department of 
Housing and Urban Development. With me are members of my dis- 
trict team, Mike Gill and Jerry Kirkland. I thank you for inviting 
us. 

I’m speaking today about our ongoing audit of HUD’s single fam- 
ily property management and disposition program, known as the 
real estate owned, or REG operation. 

When we began our work late last year, HUD was well into its 
HUD 2020 reform and had reduced its single family staff by over 
50 percent. Plans to pipeline or privatize management and mar- 
keting of properties had not materialized. 

Our objective was to see what impact this was having on HUD’s 
performance. We were concerned that poor property conditions and 
management inefficiencies reported by GAO in March 1998 might 
still exist and if there existed an increased risk of fraud. 

Our results show that conditions overall have not improved since 
GAO’s report. Our findings mirror those of KPMG in its audit re- 
port issued just this month on FHA’s financial statements. Simply 
put, HUD has not fulfilled its core mission. Here’s why. 

HUD’s ability to turn over its acquired properties declined. In- 
ventory increased 70 percent over the last 2 V 2 years to over 42,000 
properties, and homes held in inventory over 6 months increased 
76 percent. 

Sales to homeowners went down, while sales to investors rose. 
HUD’s ability to maximize returns to the mortgage insurance fund 
also declined. Average loss per property increased from $28,000 in 
fiscal year 1996 to over $31,000 in fiscal year 1998. 

The care of HUD properties is essential to protect the neighbor- 
hoods around them. Yet our own property inspection confirms what 
contract inspectors have been reporting to HUD, that the rate of 
non-compliance by the companies hired to manage our properties 
is unacceptable. At the committee’s request, we brought a few pic- 
tures of our current inventory. 

This is a property in Rockford, IL, acquired in May 1998. It lists 
for $17,001, or $900 less than it was appraised. HUD’s cost to date 
is $28,600, including $2,300 paid to maintain it. The inspector who 
took this picture last December also reported the kitchen and bath- 
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room were filthy. Records show the asset manager visited regu- 
larly. 

Next is a photo of the front of a property in Miami, acquired in 
November 1997. We took this picture a week ago. The back of the 
property is overgrown and littered with debris inside and out. In 
January, HUD inspectors reported significant vandalism. The asset 
manager did not visit regularly. 

HUD’s cost is $79,690, a loss already over $45,000 based on list 
price. 

Next is the condition of a property in Los Angeles in September 
1998. Our inspection showed debris outside and neglect by the 
asset manager. Here’s the same property in mid-March 1999. The 
property continues to be neglected, with the lawn obviously not 
mowed for some time. 

These final photos are of another property in Los Angeles taken 
in September 1998. The roof is leaking and the asset manager was 
under contract to fix it. We took a picture of the ceiling again just 
a week ago. The roof wasn’t repaired, and the ceiling has fallen in. 
Now it will be much more expensive or more likely the list price 
will have to be lowered. 

It would be unfair to criticize HUD’s field staff for these condi- 
tions. Last October, we observed the Santa Ana staff barely keep- 
ing its head above water. The staff of 18 was expected to manage 
a portfolio of 16,000 properties. 

Around the country, workloads were shifted among offices when 
suddenly, no REO staff remained. Problems were so severe in Chi- 
cago, Birmingham, Jacksonville and Coral Gables that emergency 
contracts were let to handle many of the duties. These cir- 
cumstances nearly paralyzed the monitoring efforts. 

Next month, HUD faces still more new challenges. Current oper- 
ations will be replaced by 16 management and marketing contracts 
nationwide. These companies will handle nearly every aspect of 
HUD’s multi-billion dollar real estate portfolio at a 5-year esti- 
mated cost of $900 million. 

I’d like to make one last point, important to the Department’s fu- 
ture plans. Our preliminary data indicates HUD has not been effec- 
tive or swift in dealing with non-performing contractors. We’ve 
seen no monetary sanctions, few contracts terminated, and no con- 
tingency plans when contractors fail. It is essential that HUD have 
a strong contract enforcement strategy if it expects to be successful 
in these future endeavors. 

That concludes my opening remarks. Thank you. 

[The prepared statement of Ms. Cooper follows:] 
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STATEMENT OF 

NANCY H. COOPER, DISTRICT INSPECTOR GENERAL 
SOUTHEAST/CARIBBEAN DISTRICT 
U.S. DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
Tuesday March 23, 1999 

BEFORE THE GOVERNMENT REFORM COMMITTEE 
U.S. HOUSE OF REPRESENTATIVES 

PRELIMINARY RESULTS OF THE AUDIT OF HUD’S PROPERTY 
MANAGEMENT AND DISPOSITION ACTIVITIES 


Chaiman Burton, Ranking Member Waxman, and other members of the 
Government Reform Committee, I appreciate the opportunity to appear before you 
today to discuss the status of HUD's Single Family Property Management and 
Disposition Activities. Your interest is in the preliminary results of our ongoing 
nationwide audit and HUD’s ability - while in transition to the new management 
and marketing service contracts - to monitor and oversee current property 
disposition activities. You also requested current statistical data on various aspects 
of HUD’s operations. 

Late last year, my staff began an audit of HUD’s management of its single family 
property inventory, referred to in HUD as Real Estate Owned (REO). At that time, 
HUD was well into its HUD 2020 Management Reform Plan. HUD had reduced 
its single family staff by over 50 percent and its plans to privatize the management 
and marketing of its properties had not materialized. Our audit objective was to 
see what impact HUD 2020 organizational and staffing changes were having on 
HUD’s mission and performance goals. We were concerned that the poor property 
conditions and management inefficiencies reported by the General Accounting 
Office (GAO) in March 1998 might still exist. We were also concerned that 
circumstances created by staff reductions increased the risk of program fraud. 

Before I start, let me reiterate that we have not completed our audit, especially 
with respect to the future of HUD’s REO operations. As of March 29, 1999, the 
current REO operation will dramatically change. It will be replaced by 16 
management and marketing contracts nationwide. These contractors will handle 
nearly every aspect of HUD’s multi-billion dollar REO program. The 5 year 
estimated cost for contractors to manage this portfolio is about $900 million. What 
I will discuss today is our preliminary assessment of HUD’s REO operations from 
January 1, 1997 to date. Our preliminary results show that conditions have not 
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changed since the GAO review. In feet, conditions today may be worse. Today, I 
cannot speak about the new contracts or predict tireir success. However, our finai 
audit report will address these issues. 

Background on Real Estate Asset Management and HUD 2Q20 Plan 

When borrowers default on single family mortgages insured by HUD, the 
Department encourages lenders to work with the borrowers to bring their mortgage 
payments up to date. If that is not possible, the homes may be sold to third parties, 
voluntarily conveyed to the lender, or surrendered to the lenders through 
foreclosure. When lenders obtain these properties, they generally convey them to 
HUD in exchange for payment of iraurance claims. HUD also takes possession of 
abandoned properties secured by HUD-held mortgages and protects and maintains 
these properties, referred to as “custodial” properties, pending acquisition of title. 

In March 1997, HUD issued its proposed 2020 Field Consolidation Plan for Single 
Family Housing. The plan was conceptualized in 1993 and 1994 to consolidate 
field functions into equal homeownership centers folly fonctioning for processing 
and underwriting, asset management, marketing and outreach, and quality 
assurance. The plan stated that these Homeownership Centers would be folly 
operational by October 1998, including outsourcing REO activities and selling 
nearly all assigned notes. It was never intended that Homeownerehip Centera 
would handle the foil range of loan management and property management and 
disposition functions they are currently handling. HUD anticipated that it would 
need about 70 field employees for REO management and oversight by the year 
2000. 

HUD's consolidation of REO functions has not progressed as planned. There are 
currently about 300 REO field staff working under the following structure: 

• Four Homeownership Centers located in Philadelphia, Atlanta, Denver, 
and Santa Ana 

• 73 HUD field offices offering varying degrees of staff and support 

• Over 300 real estate asset management (REAM) contractors responsible 
for securing, maintaining and preparing properties for sale 

• Three pilot Management and Marketing contracts (all to Golden Feather 
Realty, Inc.) 
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• Four emergency Management and Marketing contract in Birmingham, 
Jacksonville, Coral Gables, and Chicago 

• Property inspection contracts to fecilitate HUD’s monitoring needs 

Our audit has focused on performance of HUD and its contractors, record keeping 
and reporting, and condition of HUD held properties. We have visited the 
Homeownership Centers in Atlanta, Denver and Santa Ana. We have also 
performed work in HUD’s Chicago, New Orleans, and Coral Gables field offices. 
We plan to visit the Philadelphia Homeownerehip Center and return to Santa Ana. 
To date, we have inspected 37 homes, reviewed over 1,600 inspection reporte, and 
evaluated 8 asset management contractors. ^ 

Preliminary results indicate overall conditions have not improved since GAO’s 
report in March 1998. HUD’s own statistics indicate, and our audit confirms, that 
some areas have worsened. Although results are preliminary, they mirror the 
recent Independent Auditor’s report by KPMG issued on March 12, 1999. BCPMG 
performed an audit of FHA’s Financial Statements for Fiscal Year 1998. 

REO Mission 


HUD’s REO mission is to reduce the inventory of acquired properties in a manner 
that: . 

• expands homeownership 

• strengthens neighborhoods and communities 

• ensures maximum return to the mortgage insurance fund. 

...to reduce the inventory of actfuired properties 

Chart 1 shows HUD’s inventory over the last 2 Yz years. Despite HUD’s 
intentions, the property inventory has increased 70 percent from about 24,700 
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properties on October 1, 1996, to over 42,000 on February 28, 1999. An unusual 
increase in defaults and claims could be a contributing fector. If so, HUD was 
unprepared to handle it. 

Chart 1 



Chart 2 shows the turnover of properties in HUD’s inventory. HUD strives to sell 
properties within 6 months after acquisition. HUD monitors its success by 
detennining its property turnover rate and determining the number of properties 
that have been in inventoiy over 6 months. HUD’s turnover is increasing and its 
inventory is aging. During the same period ftom October 1996 through February 
1999, the turnover rate has increased 32 percent from over 5 months to over 7 
months. Similarly, the inventory of properties over 6 months old has increased 76 
percent from 7,100 properties to 12,500 properties. 
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.^expands homeownership 

HUD could do a better job in meeting its mission of expanding homeownetship 
through the REO program. The percentage of property sales to homeowners has 
declined from 73 percent in October 1996 to 57 percent in February 1999. In 
contrast, sales to investors increased from 21 percent to 33 percent for the same 
period. 

^strengthens neiehborhoods and communities 

We performed 37 property inspections which revealed extensive non-compliance 
by the contractors HUD hired to manage these properties. 

Debris outside or inside - 53 percent 

Property not secure - 27 percent 

Defective paint outside or inside - 50 percent 

Water damage - 23 percent 

Vandalism - 31 percent 

No HUD sign - 61 percent 

No regular inspections - 39 percent 
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We identified one or more deficienci^ at all 37 properties we inspected. Our 
review of 1614^ inspections performed by contract inspectors within the last year 
noted many deficiencies: 

Debris outside - 14 percent 

Debris inside - 22 percent 

Property not secure - 15 po^cent 

Defective paint outside or inside * 1 1 percent 

Water damage - 7 percent 

Vandalism 19 percent 

No HUD sign - 7 percent 

No regular inspections - 18 percent 

We have photographs of several properties in HUD’s current inventory* As 
requested, we have supplied these photographs separately for the record. Our 
inspections and review of inspection reports confirm that these examples are not 
isolated cases: 

This property located in Rockford, Illinois (Photo I) was acquired in May 1998. It 
was appraised for $18,000 and currently lists for $17,100. HUD’s costs to date 
total about $28,000 including $25,800 paid to the mortgagee for its insurance 
claim, $2,300 paid to the maintenance contractor, and $500 for miscellaneous 
ejq>enses. This picture was taken in December 1998 by a contract inspector. In 
addition to the damage shown here, he reported the kitchen and bathroom were 
filthy. The report said the maintenance contractor had made regular visits. 

The next property (photo 2) shows the front of a property in Miami acquired in 
November 1997. We took this picture a week. ago. 

The back of the property (photo 3) is overgrown and littered with debris. A HUD 
inspection conducted in January 1999 showed that there was debris inside and out 
and significant vandalism. The inspector reported that the maintenance contractor 
did not make regular inspections. It was appraised in February 1999 at $34,200, as 
is, and is listed for sale 'at that price. HUD’s cost to date is $79,690. 

Next is property we inspected in Los Angeles, California in September 1998 
(photo 4). Our inspection showed neglect by the maintenance contractor including 
debris outside. 


’ Our review of 1 6 1 4 inspection reports was not selected statistically and 
therefore, may not be representative of HUD’s property inventory as a whole. 
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This is the same property on March 13, 1999 ^hoto 5). The property continues to 
be neglected; the lawn has not been mowed for some time. 

This is a view of a property (photo 6) in Los Angeles, California taken in 
September 1998. The roof is obviously leaking, and the REAM was under 
contract to fix it. 

We took a picture (photo 7) of the ceiling again on March 13, 1999. The roof was 
not repaired and the ceiling has fallen in; now a much more expensive repair. 

...ensures a maximum return to the mort^a^e insurance fund. 

HUD did not meet its mission of ensuring a maximum return to the mortgage 
insurance fund. Chart 3 shows that HUD’s average loss per property, based on 
acquisition costs (income from sales less all related expenses), increased from 
$28,202 in fiscal year 1996 to $31,728 in fiscal year 1998. As a result, the loss to 
the mortgage insurance fiind increased from $1.5 billion in fiscal year 1996 to 
slightly over $2 billion in fiscal year 1998. 

Chart 3 



Staff Monitoring and Oversight 

It is our opinion that HUD field staffhave done all they could do to keep up. Last 
October, we observed a Santa Ana staff that were barely keeping their heads above 
water. There was a staff of 18, with plans to be fully staffed at only 22, to manage 
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a portfolio of about 16,000 properties. They were given a yearly sales goal which 
computed to 1,145 sales per employee. Their workload per staff was twice that of 
other Homeownership Centers. The former REO Director who left after 3 1 years 
of service in HUD told us the staff reductions were having major negative impacts 
on REO’ s mission. He considered the situation unmanageable. Since our visit, 
Santa Ana has gotten some relief. We plan to visit them again. 

Staff problems were so severe in Chicago, Birmingham, Jacksonville, and Coral 
Gables, that emergency Management and Marketing contracts were let for 
contractors to handle many of the normal field office staff duties. In Birmingham 
and Atlanta, REAM monitoring contractors were hired to perform property 
inspections. Workloads were shifted among offices because certain offices had no 
REO staff Because of staff shortages, inexperienced staff, increased workload, 
limited travel funds, and ineffective compliance enforcement, HUD’s monitoring 
has not been effective. 

Timely reviews of property management contractors were not performed even 
when they were considered “high risk.” For example: 

The Coral Gables Field Office reviewed a contractor on November 21, 
1996, and rated it “low risk” meaning HUD should plan another review in 6 
months.' However, HUD did not review this REAM contractor again until 
- June 16, 1998, 13 months later than required. This time, the contractor was 
rated “high risk.” A high risk designation required HUD to perform 
monthly reviews. In this case, however, HUD did not visit the contractor 
again until December 1998, 5 months late. The contractor was again rated 
as high risk. As of last week, HUD had not been back to monitor the 
contractor. One of the properties in our photos were under contract with 
this company. 

The Coral Gables Field Office reviewed another REAM in October 1996 
giving it a low risk rating. The next review was performed 21 months later 
in July 1998. This time, the REAM contractor was rated high risk. As of 
March 15, 1999,'9 months later, HUD had performed no other reviews of 
this contractor. 

Affirmative enforcement actions, such as assessing monetary penalties or 
terminating contracts, were not taken even when deficient contractor performance 
was found. Let me focus briefly on this last point because it affects the future 
plans in the Department. Preliminary information indicates that HUD has not had 
an effective or swift enforcement procedure in place to deal with non-performing 
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contractors. Effective enforcement becomes even more critical in HUD’s future 
plans to contact out even more of opeiations. 

« « 

We plan to complete our work and issue our audit report in July i 999. We will 
evaluate the adequacy of HUD’s mana^m^t controls in recently awarded 
Marketing and Management contracts, and HUD’s newly published procedures to 
monitor contractors. We expect to focus recommendations on the adequacy of 
management controls to ( 1) track performance (2) see that mission goals are met, 
(3) enforce contract compliance, and (4) assess monetary penalties for contract 
non-compliance. 
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Mr. Burton. Thank you, Ms. Cooper. 

Right now, what kinds of penalties are imposed on these contrac- 
tors if they don’t comply with their contractual obligation? 

Ms. Cooper. We see none. 

Mr. Burton. Are there any regulations over at HUD that would 
impose any kind of financial penalties on them if they don’t do 
their joh properly? Do you know? 

Ms. Cooper. I do not know. I do know there are provisions with- 
in the contract that allows HUD to go against them to terminate 
the contract, for example. We’ve not seen them doing much of that, 
either. 

What normally happens is that HUD will send a warning letter 
to an asset manager saying, we’ve inspected your property, three 
of your properties, you’re not keeping them up. Please tell us what 
you’ll do to correct these problems. Generally, the asset manager 
will write back, show evidence of having corrected those conditions 
in those properties, and that will be the last of it. 

Mr. Burton. The employees of HUD that oversee the contrac- 
tors, do they go out and spot check to make sure the contractors 
are doing their job? 

Ms. Cooper. They do, yes. They’re doing less and less of it, but 
they do. 

Mr. Burton. If they’re doing less and less of it, how do they 
know if the contractor is performing properly? 

Ms. Cooper. They have contracts right now for inspectors to 
oversee the asset managers. 

Mr. Burton. So they have separate contractors for inspectors, 
private inspectors to go out and spot check properties to see that 
they’re being taken care of properly by the contractors? 

Ms. Cooper. That’s correct. This is what HUD used to do. HUD 
no longer has the staff to do it, so they’ve hired companies to do 
it. 

Mr. Burton. They’re contracting. 

Ms. Cooper. Right. 

Mr. Burton. In some of the statements I’ve seen, you had a con- 
tractor that not only did the inspection but also did the billing, the 
oversight and the collection, and was never even reviewed by any- 
body, independent contractor or staff member at HUD. Is this an 
unusual situation? 

Ms. Cooper. I believe it is unusual. I believe this was a situation 
involving one of the emergency contracts. I can check if you’ll allow 
me. 

Mr. Burton. I wish you would check and let me know. 

Ms. Cooper. One of the individual asset management companies 
was allowed to do this, but this was an unusual situation, and 
we’re not sure why in this case. 

Mr. Burton. The new contractual agreements, the new contracts 
that are going to be let by HUD, I guess there are going to be six 
contractors nationwide, is that correct? 

Ms. Cooper. I’m not sure of the number. There are 16 contracts, 
but something less. 

Mr. Burton. My staff says there are going to be six contracts. 
The policing is going to be done, I guess, by independent contrac- 
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tors as well who are going to go out and double check and make 
sure the contractors are doing their job, is that correct? 

Ms. Cooper. That’s our understanding, yes. 

Mr. Burton. Do the new contractual agreements impose any 
kind of financial penalties on the contractors if they do not do the 
job properly? 

Ms. Cooper. I can’t answer that. As you know, we’re in the mid- 
dle of our audit. That’s one of the areas we intend to look at, is 
how well those contracts are written. Right now, we’ve not done 
that field work and I can’t talk about it. 

Mr. Burton. What I wish you’d do for me, and we’ll leave the 
record open, if you could send to me and my staff information 
about those contractual agreements and what they contain, it 
would be helpful. It seems to me there not only should be a sever- 
ability clause in there, if they’re not doing their job, they lose the 
contract. No. 1, but No. 2 , if they’re not doing the job and it’s pretty 
prevalent among the work that they’re performing, there ought to 
be substantial financial penalties imposed against them for not 
doing the job. 

In other words, financial penalties for not doing the job. No. 1, 
because they’re taking the taxpayers’ money and they’re not doing 
the job, and they know they’re not doing the job, so there ought to 
be financial penalties. No. 1. Then No. 2 , if that doesn’t get the job 
done, the cancellation of the contract in addition to the financial 
penalties that are imposed against them. 

Ms. Cooper. I couldn’t agree with you more. We’ll check for that 
information. 

Mr. Burton. See if their contractual agreements do have those 
stipulations in them. 

Ms. Cooper. Certainly. 

Mr. Burton. I yield back the balance of my time to Mr. Wax- 
man. 

Mr. Waxman. Ms. Cooper, you just said you’re in the middle of 
your audit? 

Ms. Cooper. Yes, sir. 

Mr. Waxman. Why are you testifying now if you haven’t com- 
pleted your audit? 

Ms. Cooper. The committee asked me to. 

Mr. Waxman. It just strikes me it would be more sensible to talk 
to us about an audit that’s completed rather than one that’s incom- 
plete. 

I want to ask you a couple of questions. Last year in December, 
the Washington Times reported that the Inspector General warned 
that HUD was losing $1 million every day by failing to dispose of 
the vacant properties in its inventory. Chairman Burton evidently 
agrees with that statement, because he was so alarmed that he 
named this hearing “HUD Losing $1 Million Per Day, Promised Re- 
forms Slow in Coming.” That’s a title for a fact-finding hearing. 
Sounds like a conclusion was reached before we ever heard from 
any witnesses. 

I’m sure you’re familiar with that figure. My understanding is 
that HUD spends $1 million a day in managing its inventory of 
single family homes. Do you believe it’s appropriate for HUD to 
spend money to manage its inventory? 
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Ms. Cooper. Sure. 

Mr. Waxman. And I’ve read how this $1 million a day figure has 
been attributed to the Office of Inspector General. How did you ar- 
rive at that estimate? 

Ms. Cooper. I’ll explain it to you. That estimate is based on the 
cost per day for HUD to manage its portfolio. The cost per day is 
$29 a day. That number is based on an inventory at the time that 
that statement was written of 41,000 properties. 

The point that we were attempting to make with the statement 
is that when HUD fails to turn over the properties, if they have 
41,000 properties in their inventory, it costs $1 million a day. 

Mr. Waxman. My understanding was that figure was not just for 
the 41,000 properties that came through foreclosure, but it rep- 
resents holding costs for more properties than that. Am I incorrect? 

Ms. Cooper. I’m not sure of your question. My understanding is 
that $29 is the cost to HUD. 

Mr. Waxman. For each of the 41,000 foreclosed properties? 

Ms. Cooper. To manage any piece of property. 

Mr. Waxman. Any piece of property? 

Ms. Cooper. Any piece of property. 

Mr. Waxman. So it’s not a net loss for these properties, it’s the 
cost of maintaining the properties until they are sold. And when 
the properties are sold, HUD recoups these costs, doesn’t it? 

Ms. Cooper. Not always, no, sir. 

Mr. Waxman. Well, not always, but sometimes? 

Ms. Cooper. Sure, sometimes it does, yes. 

Mr. Waxman. It’s like saying Coca-Cola loses $1 million a day be- 
cause they spend $1 million a day for sugar. But you forget about 
the fact that they turn around and sell Coca-Cola and make a prof- 
it on the sale of their product. We all know that we have costs of 
doing business. If Coca-Cola spends $1 million a day on sugar, it 
doesn’t mean it loses it. We know they make a lot of money. 

I have here the yearly financial results of a mutual mortgage in- 
surance fund. That’s the pool of money funded by premiums paid 
by borrowers used to finance the operation and cost of the FHA sin- 
gle family insurance program. We can see from the chart that, it’s 
right over there, to your right, we can see from that chart that all 
expenses, including the cost of maintaining property, totaled $2.87 
billion in 1998. 

But we also see that their total receipts including sales of ac- 
quired properties, fees and premiums, totaled almost $4.43 billion. 
That’s a net profit. In 1998, this fund actually netted $1.55 billion. 
I’m sure there are management challenges, but it seems to me we 
should really be thanking HUD, not only for keeping the oppor- 
tunity available for middle class people in under-served commu- 
nities to buy homes, but for writing us a check last year for $1.55 
billion. And the net receipts estimate for fiscal year 1999 are even 
higher, $2,138 billion. 

Do you disagree with my statement, when you look at it in that 
context? 

Ms. Cooper. Sir, I don’t have any information about that chart 
that you’re looking at, and I didn’t do any computation, and my 
staff didn’t do any computation on the fund. 
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We are looking solely at the cost or profit of the property disposi- 
tion portion of the HUD portfolio. 

Mr. Waxman. Well, you’re only looking at one part of the equa- 
tion. You’re only looking at the cost, but you’re not looking at the 
rest of the picture. And it’s not very helpful for us for you to come 
up with a figure that’s then used to criticize HUD for losing us $1 
million a day, when in fact, that figure is an inaccurate figure if 
you look at the total amount of money that HUD not only spends 
but generates from their properties. 

Ms. Cooper. It’s an important figure when HUD no longer is 
able to turn properties over according to their goal. Their goal is 
to get properties out of inventory in 6 months. 

When that number declines, then it starts costing the taxpayer, 
it starts costing the fund unnecessarily. That’s merely the point we 
were trying to make. 

Mr. Waxman. Can you give us the breakdown of the 41,000 fore- 
closed homes, how many stayed off the market 6 months, how 
many were sold earlier? Wouldn’t that be a more meaningful figure 
if we’re being critical of HUD for not selling its property faster? 
Not how much it spends during the period of time it has to main- 
tain that property and pay for costs. 

Ms. Cooper. Yes, sir, I would agree it would. And in my full tes- 
timony, we talk about the inventory of properties over 6 months old 
increasing 76 percent from 7,100 properties to 12,500 properties. 
That 12,500 properties is in inventory longer than they should be. 
That’s costing. That’s the point we were trying to make. 

An efficient operation turns properties over within 6 months. An 
inefficient one doesn’t. 

Mr. Waxman. I want to concede to you, as you’ve conceded to us 
on that million dollar figure, that that is an issue that is of con- 
cern. We want to look at that carefully. But obviously in the short 
time I have, maybe I’ll have more opportunity, but others will want 
to ask questions, we can explore some of these inflammatory state- 
ments that seem to be coming out of an audit that isn’t even com- 
plete, and for which a hearing has already been titled — this is the 
notice that went to all the press and the Members — HUD Losing 
$1 Million Per Day, Promised Reforms Slow in Coming. 

Mr. Burton. The gentleman’s time has expired. 

Mr. Waxman. Some fact-finding, some disinterested fact-finding 
oversight. 

Mr. Burton. Mr. Gilman. 

Mr. Gilman. Thank you, Mr. Chairman. 

Just a couple of questions. How many HUD field staff will be in 
charge of contractor oversight, and how did HUD arrive at the 
number you have? 

Ms. Cooper. The number we’ve seen is 70. And I’m not certain 
how HUD arrived at that number. 

Mr. Gilman. Is 70 going to be enough to do the kind of work you 
need to do? 

Ms. Cooper. I can’t answer that question. Once we take a look 
at HUD’s new monitoring procedures, we may be in a position to 
try to predict whether or not that number of staff can do what 
needs to be done. 
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We hope to try to do some of that assessment between now and 
the end of our field work. 

Mr. Gilman. Have you increased the number this year, or is that 
decreased? What’s the situation with regard to the oversight? 

Ms. Cooper. With regard to the number of staff? 

Mr. Gilman. Yes. 

Ms. Cooper. Let me see, I’ll answer and if this isn’t the answer 
to your question, you can ask me again. There are currently about 
300 REG staff. The predictions are that with 

Mr. Gilman. 300 what kind of staff? 

Ms. Cooper. Pardon me; 300 HUD staff working on the real es- 
tate owned operations. 

Mr. Gilman. OK. 

Ms. Cooper. Under these 16 new management marketing con- 
tracts, they will pare down that 300 staff to around 70. Those 70 
staff will merely be contract monitors. They will monitor those 16 
nationwide contracts to ensure they’re complying with the terms. 

Mr. Gilman. How did you arrive at the reduction from 300 to 70? 

Ms. Cooper. Sir, I didn’t arrive at it, you’ll have to ask HUD. 

Mr. Gilman. From your oversight perspective, do you think this 
is a practical reduction? Is this going to affect the ability of the 
agency to do the oversight? 

Ms. Cooper. I wish I could tell you. And maybe I can tell you 
when we’re finished. 

It depends on what exactly HUD has in mind for these 70 people 
to do. HUD may be sure of that. We’re not real sure of it yet. We 
haven’t read their documentation. 

Keep in mind also that HUD has plans, we understand, to let 
other contracts, besides just these 16 management and marketing 
contracts. We understand they still intend to have hired contrac- 
tors to oversee those contractors. They’ll have other contracts be- 
sides those 16, to help supplement the staff. 

Mr. Gilman. Has anyone made an analysis if these numbers are 
sufficient to do the kind of work that should be done? 

Ms. Cooper. HUD made the statement that they have made that 
analysis. 

Mr. Gilman. Have you examined that? 

Ms. Cooper. We have not yet. 

Mr. Gilman. Are you planning to do that? 

Ms. Cooper. We’re going to look at it from the perspective of the 
real estate owned operation, yes, sir. 

Mr. Gilman. When will you know that? 

Ms. Cooper. We’re hoping to know that by July. We’re hoping 
to complete our audit and issue the report by July. 

Mr. Gilman. Would you notify this committee of your final audit, 
as to whether or not these people can provide the kind of oversight 
that’s needed? 

Ms. Cooper. Yes, sir, we’ll do that. 

Mr. Gilman. Mr. Chairman, I’d like to request that a copy of that 
report when received be made part of this hearing. 

Mr. Burton. Without objection. 

[The information referred to follows:] 
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U.S. DeparUnent of Housing and Urban Development 

Office of Inspector General 

451 7th St.. S.W. 

Washington, D.C. 20410 
September 21 . 1999 

Honorable Dan Burton 
Chairman 

Committee on Government Reform 
House of Representatives ' 

Washington, DC 20515-6143 

Dear Chairman Burtons 

I am pleased to enclose two copies of our audit report on 
the Federal Housing Administration's (PHA) Single Family 
Property Disposition Program {99-AT-123-0001, dated 
SepterrJ^er 17, 1999) . While we have revised some of the data 
and analyses since our March 23, 1999, testimony before your 
Committee, our overall conclusions remain unchanged. The 
audit report confirms that: * 

• HUD'S reorganization efforts adversely affected staff 
resources and its ability to adequately monitor the 
condition of properties and to enforce contractor 
cc^pliance. 

• FHA did not meet its basic program mission of reducing 
the inventory in a manner that expands homeownership, 
ensures a maximum return to the mortgage insurance fund, 
and strengthens neighborhoods and communities. Since FY 
1996, property inventory increased, sales to homeowners 
declined, average losses from sales increased, and 
property conditions were deplorable. 

Our audit confirmed that at March 1999, overall conditions 
had not significantly improved since the U. S. General 
Accounting Office's report in March 19SB; some areas had 
worsened. KPMG's 1998 Financial Statement Audit Report, 
issued on March 12, 1999, had similar findings. 

At the time of our testirnony before your Committee on 
March 23, 1999, we stressed that we had not completed our 
audit of HUD'S Single Family Property Management and 
Disposition Activities. The testimony was based on 
preliminary audit results and statistical data on various 
aspects of HDD's operations. Data used in the testimony was 
obtained primarily from HUD program officials. I would like 
to take this opportunity to respond to Assistant Secretary 
Apgar's letters of May 14, 1999, and June 9, 1999, to you in 
which he alleges false and misleading statements in the 
March 23, 1999, testimony of District Inspector General, 

Kancy H. Cooper, before your Committee. 




FHA's Statement - In his May 14, 1999, letter, Mr. Apgar 
referred to a detailed list of FHA property disposition 
staff on board prior to the transition to the new Management 
and Marketing (M&M) contracts. He said FHA had 417 field 
staff and had maintained that level until Che new^ M&M. 
contracts were fully implemented. He said our testimony 
failed to correctly describe staffing levels. 

OIG Response - We testified that HUD had about 300 field 
staff. This was based on information from FHA which showed 
336 staff years assigned to the program as of November 17, 
1998. Throughout our review, we were given conflicting 
information about staffing levels. At the time of our 
tsstimonv, we were unable to obtain from FHA information on 
how many staff remained in the program. Many staff had 
obtained new positions in HUD, so we estimated that about 
300 staff remained. Subsequently, we were provided documents 
which showed there were about 420 staff working in the 
orograro, including 20 Headquarters staff. We have used this 
number in our report. It does not, however, change the 
conclusions we drew in the testimony or in our final report . 

Turnover Rate 

FHA's Statement - In his May 14, 1999, letter, Mr. Apgar 
referred to a statement on page four of our testimony which 
states: "During the same period from October 1996 through 
February 1999, the turnover rate has increased 32 percent 
from over 5 months to over 7 months." Mr. Apgar claimed 
that according to HUD performance data, the average property 
turnover rate decreased during this period. 

OIG Response - Our testimony was based on information 
obtained from an FHA report and explanations given to us by 
FHA staff. We subsequently realized chat the data and 
explanations were incorrect. We now agree with Mr. Apgar 's 
statement that the average number of days properties 
remained in inventory during that period was decreasing. 
More to the point, however, as our report shows, the average 
was still outside HUD’s goal, and caused unnecessary loss to 
the insurance fund of $123 million for FY 1997 and 1998. 

$2 Billi,on loss to the Mortgage. Insurance Fund 

FHA's Statement - In his May 14 letter, Mr. Apgar referred 
to page seven of our testimony which discusses average 
losses from sales. Mr. Apgar claimed our testimony was 
misleading and that FHA was not aware of where OIG obtained 
the data to support the average loss per property assertion. 
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OIS !^5pons« - The data was based on information obtained 
from THh which showed that in FY 1996 FHA sold S3,02S 
properties at an average loss of $28,202. Based on this, we 
calculated a loss of about $1,5 billion for FY 1996. In FY 
1998, FHA sold 64,038 properties at an average loss of 
$31,728 for' a total loss of about $2 billion. We have found 
no evidence to indicate that the testimony was inaccurate. 
In fact, Hr. Apgar used this same data in Attachment A of 
his June 9, 1999, letter and calculated a loss for FY 1998 
of just over $2 billion. He appears now to agree with us. 

Santa Ana BiatBeewnerahip Center Staff 

FSA's StaceaiMit - Mr. J^ar’s May 14 letter states that our 
testimony falsely asserted chat PHA's Ssntn. Ana 
Komeownership Center had 18 program staff in October 1998 
with plans to be fully staffed at only 22. He stated there 
were 63 program staff working on the inventory of property. 
Ha also stated that following transition to the M&M 
environment, the Santa Ana HOC would have 22 full time 
program staff and 23 out stationed staff working part time 
to assist in contract monitoring activities. 

0X6 Response - Our testimony referred to program staff 
located at the Santa Ana HOC and those properties they were 
directly responsible for managing. This information was 
provided to us by the Santa Ana HOC officials. We correctly 
cited the number of staff as 18 . We incorrectly cited the 
niimber of properties assigned to them as 16 , 000 ; the actual 
workload was 13,000. We believe the 63 staff Mr. Apgar 
referred to included staff located in the 16 various field 
offices under the Santa Ana HOC jurisdiction. 

REAM contract reviews, rating, and enforcement actions 

FHA's Statement - In his June 9, 1999, letter to you, 
Mr. Apgar provided data about REAM contract reviews, 
ratings, and enforcement actions and indicated copies of 
these reports would be provided to the Committee. He 
claimed that FKA conducted 241 on-site reviews in FY 1998. 

OIG Response - This information differed from our audit 
evidence. So, at our July 7. 1999, exit conference, we 
requested to review a sample of the documents supporting his 
statement to you, and agreed to revise' our audit report if 
we found the documents supported his claim.. Instead, 
however, we found the documents included items such as rapid 
reply letters, memoranda, and other records that were not 
evidence of REAM reviews, ratings or enforcement actions. 
Upon further inquiry^ the Director of Single. Family Asset 
Management said he had not fully reviewed the documents and 
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agre^ that many did not aj^ar to constitute reviews and 
risk rating analyses. We did not change our report. 

arthur Andersen Property Disocsition Industry 
Study 


TBK's Statement - In his May 14, 1939, letter Mr. Jipgar 
referenced his testimony before your Committee in stating 
that the Andersen Consulting study indicated that FHA*s 
performance, in terms of time properties were in inventory 
and Che amount recovered upon their sale, were well within 
industry norms, when we, cited the Anderson study, Mr. Apgar 
accused us of using "faulty, methodological approaches." 

oiG Response - To FHA officials, Che Anderson study has 
become important when it supports them and unin^ortant when 
it does not. Our audit report contains an analysis showing 
how FHA incurred millions in unnecessary property holding 
costs and revenue losses. In his September 2, 1999, 
response Co the report, Mr. Apgar states, "OIO appears to 
reach this conclusion by comparing FHA’s RED sales 
performance for 1997 and 1998 to optimum industry standards 
identified in the 1996 Arthur Andersen study. The 
Department simply did not adopt the goals cited in the OIG 
audit." Although FHA may now wish to be selective in its 
use of the Anderson study, in fact, at the time the study 
was conducted, FHA officials did adopt the goals cited in 
our report . 

I thank you for the opportunity to provide my clarifications 
on these issues. We will continue to provide additional 
analysis and recommendations of HDD’s new M&M process. 

Sincerely, 


Susan Gaffney 
Inspector General 



Enclosures 
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bstie£^te 

Sqjtember 17, 1999 


Audit Case Number 

99-AT-I23-0001 


TO: 


FROM: 


William C. Apgar, Assistant Secretary for Housing-Federal Housing 
Commissioner, H 


Nancy H. Cooper 
District In^>ector General for Audit-Soudieast^Caribbean, 4AGA 


SUBJECT : Single-Family Property Disposition Program 

This report presents the results of our nationwide internal audit of Federal Housing 
Administration’s (FHA) Single-Family PropCTty Disposition Program. FHA’s comments to die 
three finding and associated recommendations are included as Appendix D with excerpts and 
die Office of Inspector General’s (OIG) res^nse incorporated into die Findings and 
Re(X)mmendatioiis section of die report 

Please fumi^ this office a reply within 60 days on each recommendation descnbing: (1) the 
corrective action taken; (2) the proposed corrective action and a planned implementation date; or 
(3) i^iiy action is not considered nec^sary. Also, please furnish us cqiies of any 
correspoiuleace or directives issued as a result of the audit Note diat Handbook 2000.06 REV-3 
requires management decisions to be reach^ on all recommendations within 6 months of r^xal 
issuance. It also provides guidance regarding interim actions and the format and content of your 
reply. 

We appreciate the cooperation of your staff during the audit. If you or your staff have any 
questions, please ccmtact me at 404-331-3369 or Jerry Kirkland, Assistent District In^cter 
General for Audit, at 423-545-4368. 
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Introductioa 

Baclcgrotmd 

FHA’s Single Family Mortgage Insurance Program helps low and moderate income femiiifs 
Become homeowners by m^ing downpayments and limiting lender te. FHA eanoady 
insures about 7 million loam at over $400 billion. Every year, diwsmids of hamwm 
defeult on their FfIA>imured loans. Mtoi they default, FHA leirfm to wak with 

dtem to bfix^ their paymo^ emr^t If diey cannot do dus, their hom^ may be ^Id to dmd 
l^es, v<^imtanly oemveyed to the loitders, or snrremks-ed to krukm foreelosiro. <kee 

lend^ obtein the prop^ti^, dbey ^erally convey title to the Secretary of HUD in exdiange 
for payment erf tb^ insimmce <^aim. Durkg FY 1998 FHA |»id ovm- 76,01X1 claims totaHng 
abemt $5.S biiltmi. It possessiem of ahmioasi prop^es secured by FHA*held 

mortgages, referred to as “custodial” pcopmies, paiding acquisition of title. 

The National Housing Act (Act) of 1934 confers on the Secretaoy the audioriQ^ to 
' rehabilitate, rent, and dispose of any pK)pGr^ acquired under die program. Section 20^g) of die 
Act governs the management and disposition of single family prop^es acquired bf FHA. Title 
24, Osde of Federal Re^iktions (CFRX part 291 inqileraents this statutory autiiori^. Handbook 
4310.5 REV-2, dated hfey 17, 1994, Aoperfy D^posi^on Hemdbook - One to Four Fmify 
Pmperties, aqiplemoits the reg^ations. 

FHA di^)ose3 of properties tiirough its Property Dispositimi Pro^am. Its missbn is to 
tire prt^ierty inv^tory in a marmn' tiiat expmids home ownership c^ipmtumties, stien^^s 
nei^boihoods and communities, and ensures a may io mm r^im to die mortgage instance iund. 
FHA^s Office of Insured Single Family Housing, Asset Nfenagement Dryision, is re^nsible for 
administedng the {nogtam. 

HiA has the largest real estate portfolio and operation in tiie natioi. It sold db<M 122,000 
properties and gen^ted revenu^i of about $7 billion f<xc die mortgage instzrance hmd during die 
last 2 fiscal years. As of Februvy 28, 1999, there were about 42,300 properties in FHA’s 
inventory valued at about $33 billion. These prr^erties are. in invenmiy an average of about 6 
months. In additiim, FHA held about 1,200 custodial properties. These are properties secured 
by FHA-held mortgages but HUD does not have title to di^. About 40 percent of the custodial 
jxop^es have be^ inFHA's invmitQry for over 3 years; some Ibr moro d^ 10 years. 

In 1993, the Commission on Reinventing Govanment produced die National Perfemanro 
Review (NPR) which i^motcs principles to &i^Ie all toderd ^encies to redefine didir 
misskms. As a result of the NPR, Cmigress enacted the Government Peifimance and Results 
Act of 1993. The Act requires all federal ^encies to set specific and measurrdde goals in 
performing d»ir public missions. The NPR recommended ^ HUD outsource its property 
<fi^positimi fiiQctimi in order to create hi^er returns. 
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Introduction 


In March 1997, Andersen Consulting prepared an Industry Benchmarking and Best Practices 
report to allow HUD to draw conclusions regarding its program performance. The report 
focused on best practices used in private industry Real Estate Owned (REO) operations. Based 
on the report, FHA developed goals for various critical success factors. The goals inclxided: (1) 
selling properties at 98 percent of appraised value; (2) attaining a 150 day average property 
holding period; and reducing the percentage of properties in inventory more dian 12 months to 5 
percent. 

In February 1993, HUD initiated a reinvention effort to streamline HUD operations and reduce 
costs. FHA also began reducing program staff and consolidating its mortgage insurance 
processing, claims, and property disposition activities from 81 field offices into Homeownership 
Centers (HOC). In August 1994, the first of four centers opened in Denver, Colorado. At that 
time about 580 staff worked on the program. 

In March 1997, FHA issued its 2020 Field Consolidation Plan for Single Family Housing. The 
plan included opening three additional HOCs, in Philadelphia, Pennsylvania; Atlanta, Georgia; 
and Santa Ana, California, and outsourcing prc^jerty di^x>sition activities and selling nearly all 
assi^ed notes. 

FHA contracted out a variety of its program functicms including property ^praisals and about 
220 contracts with REAM contractors to secure and maintain program properties nationwide. 
The contractors were required to inspect and secure properties, report their condition to FHA, 
notify interested parties of HUD’s ownership, perform needed exterior and interior maintenance, 
and ensure that properties were free of debris and hazardous conditions. Because of staff 
reductions, some field offices were unable to adequately perform their program functions. In 
1998, four contracts in Birmingham, Alabama; Jacksonville, Florida; Coral Gables, Florida; and 
Chicago, Illinois were awarded to provide management and marketing services. 

As of March 1999, there were about 420 Full Time Equivalent (FTE) staff working on the 
program at FHA Headquarters, 4 HOCs, and field offices; a staff reduction of 28 percent since 
1994. 

Pilot Program 

In 1996, in order to test the feasibility of contracting out program frinctions, FHA awarded diree 
pilot M&M contracts to Golden Feather Realty S^vices, Inc. The contracts covered die New 
Orleans, Louisiana; Sacramento, California; and B^timore, Maryland areas. The contractor 
provi<ted extensive services previously performed by program employees. During the period 
October 1996 tibrough February 1999, confract staff managed about 10,400 properties. They 
also sold about 8,500 of these properties. 
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Introduction 



Beginning 

Inventorv 


Sold 

Ending 

Inventory 

New Orleans 

379 

1,365 

1,535 

209 

Sacramento 

408 

3,682 

3,470 

620 

Baltimoi^ 

673 

3.SS7 

3.506 

1.024 

Total 


8.904 

8.511 

1.853 


A 1998 p^orm^ice report by FHA concluded that die pUot prog^ successful.* It stated 
that the contractor attained sales goals, reduced die time properties rem^ed in inventory, and 
increased the return to the insiuance fiuid. No final assessment of the pilot {nogram had been 
p^fbrrned as of April 1 999. 

The total cost of the contracts was $36,637,378. 


New Orleans 
Sacramento 
Baltimore 
Total 


$ 5,952,214 
12,525,068 
18.160.096 
$36.637.378 


In early 1997, at FHA*s request, flie OIG p«formed a limited review of the pilot contracts to 
identify areas vulnerable to waste, fraud, and abuse, and recommend ways to unlove a planned 
naticmwide man^^ement and marketing contract^ The report identified several weakn^^ in 
die contracts including (1) failure to place restrictions on the use of idendfy-of-inteiest 
companies, (2) inclusion of vague and nonspecific crmtract terminology, (3) not requiring die 
c^n^ctor to maintain written policies and procedures, and (4) failure to require cmuphance widi 
changes in FHA legisladon, regulations, or FHA policies and procedures. The report also stated 
that the contracts did not define the difference between repair costs covered by contractor fees, 
and repair costs reimbursed die coQtTsmt<»r by FHA. It also cited FHA for not aggressively 
pursuing titles fc^ custodial properties in the RED inventory, and having unreliable data in die 
Single Family Acquired Asset Management System (SAMS), FHA’s primary managemoit 
information system. FHA generally agreed widi die recommendations and took action to correct 
die deficiencies. These acticHis induded adding various provisions and clarifying language in 
the M&M contracts and consolidating staff to pursue custodial property titles. A subsequent 
OIG audit of SAMS showed problems with ^st^ data. 


^ HUD inlaid repc^ Gdden Featfiw Realty Services. Ina. Evdt^rtkw of the Secomi Year d 
gyration. October 1, 1997 to September 30. 1998 . dded 3/23^ 

* Audit of the Sinaie Family Real Estde Owned Wlot Contracts . HUD Office of Inspector Qenerd (98- 
AO-123-0001, January 1998X 
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Nationwide M&M Contracts 

On March 29, 1999, FHA put the final phase of its reorganization plan into effect. It awarded 7 
companies a total of 16 contracts to manage and market its properties nationwide. For about 
$927 million over 5 years, these companies wiU handle nearly every aspect of the program 
including property management, marketing, and sales. Other property infection and file review 
contracts will be awarded to help staff monitor the M&M contractors. The estimated cost for die 
first year of these contracts is about $3.5 million. 

The duties of HOC and field office program staff are expected to change dramatically. They 
will no longer manage and market properties. Their primary function will be to monitor 
contractor performance and enforce compliance. Once die contracts are operational, FHA 
estimates diat 143 FTE ( 135 field, 8 headquart^s) staff will be needed to oversee activities. 

Prior Audit Findings 

FHA has had a history of problems with REAM contractors. Reviews by the OIG and other 
audit organizations have frequently cited FHA ftn* ineffective {H’ograro management and reported 
contractor noncompliance and systemic abuse. For exan^le, an OIG audit of the Massachusetts 
State Office in 1996 concluded that management had not established and implemented adequate 
controls to monitor and assess performance of REAM contracts.^ The report cited missing 
and/or untimely REAM property inspection reports, little monitoring of contractor performance 
by FHA staff, and imacceptable property conditions. An OIG review in 1997 of FHA’s Phoenix, 
Arizona office cited similar deficiencies. 

In 1997, at Congress’ request, GAO conducted a review of FHA’s management of REAM 
contractors in Boston, Chicago, and Fort Worth, hi March 1998, GAO rq>orted that FHA did 
not have an adequate system in place to monitor oversi^t of REAM contracts. None of the 
FHA offices visited adequately performed all functions needed to ensure contract compliance. 
GAO’s inspections of inventoried properties revealed serious problems such as vandalism, 
maintenance deficiencies, ^d safety hazards. The report also discussed FHA’s plans to continue 
making changes to its property di^sition in-ocess. GAO made several recommendations to 
strengfiien FHA controls over REAM contractors.^ 


^ Controls Ova- Keal Estate Assrt Manager CoKracte. Massachusetts State Office . HUD Office of 
Inspector General (96-BO-123-0001, June 1998). 

^ improvements Needed in FHA's Oversight of Property Management Contractors (GAO/RCEO-98< 
65, Maroh 27, 1998). 
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A 1998 audit of FHA’s financial statements performed by KPMG, LLP found similar control 
weakness.® The report stated diat: 

FHA has contml weaknesses in Us single fsamly property acquisition, managmient emd 
disposition functions which hindered FHA’s objective to reduce inventory in a manner that 
maximizes the return to the mortgage insurance fund while preserving and protecting residential 
properties. 

Deficiencies cited in the report included: 

• Inadequate ovt^i^t of REAM services, including maintenance ai^ repairs, real estate 
closing services, and other contract s«vices. 

• Deficient matmgem^t, maintenance, and upkeq> of program i^jpetties, im^ludii^ 
properti^ that were not secured and lacked signs idaitifying them as government 
properties available for sale, and properties where REAM employees appeared to be 
signing in for mui^le visits. 

• Delayed recognition and management of newly conveyed properties. 

Audit Objecfives 

Our primary aidit objective was to determine the effects of HUD’s 2020 reorganizatioii efforts 
on die mission of FHA’s Property Disposition Program. This included assessing wheth®": (a) 
program operations were effective, efficient, and economical, and (b) management controls 
effectively identified and addressed op^tional deficiencies and contracfor compliance. 

Audit Scope and Methodolc^ 

The audit was conducted at FHA Headquarters in Washington, D.C. and at four HOCs located in 
Atlanta, Georgia; Denvw, Colorado; Philadelf^a, Pamsyivania; and Santa Ana, California and 
various field offices. We dso visited six contractor offices. (See Appendix A.) We reviewed 
ftetivities and management controls over FHA’s critical case processing steps 1 throu^ 6. These 
steps included die processes to acquire and secure properties, record appraisals, determine the 
disposition mefbod, and repair, maintain and market properties. We focused on controls ov^ 
property management contractors because rec^t audits had identified significant control 
weaknesses involving FHA’s monitoring of its extractors, contract con^limic^, and die 
conrfitix of program properties. We also assessed management cxtrols in foe M&M coniracte 
and foe contracts managemxt manual Oiu audit was performed from August 1998 through 
April 1999 and primarily covCTed program activiti« from October 1996 dvou^ Mardi 1999. 


® Federal Houskw Administration Au<fit of Ffecal Year 1^8 Federal Basis Rnand at St^e maits (HUD 
Office of Inspector GenerErf Report (Performed by I^MQ. LLP), 99-FO-131-0002, 
March 12. 1999). 
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To meet our objectives, we: 

• Ob^ined infc^mation on current program operations, re^iKibilities, polici^ and 
procedures. Analyzed planned changes in regulations and discussed their implementation 
widi Sin^e Family Housing ofRcids at FHA Hea<kp^eis, HOCs, and field office. 

• Interviewed contractors responsible for managing the FHA>owned and custodial 
f^oparties. 

• Assessed the extent and adequacy of FHA*s momtoring of HOC and field office 
opeiaficms Ihrou^ iiaterview wi& reqxmsible official and reviei«« of mmubning 
reports. 

• Reviewed opemting budg^ and staffing plans to idoitify si^fi^^t d^nges fimt mi^t 
affect pre^ram op^ations. 

• Analysed required monitoring logs and 181 momtoring reporte to determine vdi^er 
contractor visits were timely and required i^opoty inq>ections were performed. 

• Compiled the HKults of 7,440 FHA propCTty inspections. 

• Revievred 52 enforremoit actions taken against non>compliant contractors. 

• Reviewed 38 property case files judgmentally selected from contractor inventory lists to 
(tet^mine >diefiier Aese contractors complied with contract requirements. 

• Followed up on prior audit findings to detmnine whether recommendations had been 
implemented. 

We also conducted 48 FHA-owned and 5 custodial property in^>ections. Of these 53 properties, 
33 pre^jerties were the same as those in our case file review. Another 20 pn^r^es were 
jud^entally selected fiom the Atlanta, Chicago, Los Angeles, and Santa Ana field offices' 
inventory lists. 

We conducted our audit in accordance with generally accepted government auditing standards. 
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Finding 1 


HUD’s Reorganization Adversely Affected Its 
Program Mission 

FHA did not effectively, efficiently, and economically manage its Property Disposition Program. 
HUD’s reorganization efforts advK*^ly affected staff resources and ability to ad«|uately monitOT 
die condition of progmn properties and enforce contractor compliance. Our review confirmed 
what FHA performance reports showed that property inventory increased, sales to homeowners 
declined, av^^e loss^ from sales increased, and jffoperty conditioi^ were deplorable. GAO 
and KPMG rq>ortod similar results. We found that performance worsened since their reviews 
were conducted. Consequently, FHA did not meet its basic program mission of reducing toe 
inventory in a manner that expands homeownership, ensures a maximum return to the mortgage 
insnance fimd, and ^rengthens tKighborhoods and communities. 


Title 24 CFR part 291 requires that FHA issue policies and 
procedures to ensure toe program’s mission is met. It is 
responsible for the ongoing management, marketing, sales, 
and closing of squired prc^ierdes and management of 
custodial properties. FHA is also responsible for 
overseeing contractors and ensuring toeir compliance with 
contract terms. On-site reviews of contractor performance 
(in cl uding property inspections) and prompt enforeement 
action to cmrect deficiencies are important to toe success 
of toe program. 

In its March 1998 report on the program, GAO stated toat 
FHA did not have an adequate system in place to assess 
oversight of REAM contractors. GAO’s property 
inspectimis identified serious problems incltufing 
vandalism, maintenance deficiencies, and safety hazards. 
Similarly, in its March 1999 audit report on FHA’s FY 
1998 financial ^tem^ts, KPMG cited various confrol 
weakness^ involving toe property acquisition, 
management, and disposition functions, including 
iiradequate oversi^t of REAM contractr^. According to 
our audit results, these weaknesses continued torou^ 
March 1999 to toe detriment of HUD’s mission. 
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Finding 1 

Inventory increased 


Sales to homeowners 
declined 


Pr o gr am losses increased 


The property inventory increased 71 percent from about 
24,800 properties on September 30, 1996, to about 42,300 
properties on February 28, 1999. The inventory has 
increased by 3,200 properties since September 30, 1998. 
In comparison, die volume of total sales has not kept p^, 
increasing only 9 percent from about 58,500 prcqjerties in 
FY 1997 to 64,000 pn^ierties in FY 1998. There were 
about 26,700 prc^>erties sold in the first 5 mcmths of FY 
1999. At tiiis pace, FY 1999 sales will not increase beyond 
the FY 1998 level. 

Althou^ total sales were \sp sli^tly, monthly sales to 
homeowners steadily declii^ from 68 percent in 
September 1997 to 57 percent in February 1999. In 
amtrast, monthly sales to investors increased from 25 
percent to about 34 percent for the smne period. Sales to 
noiqirofrt organizations increased from 7 to 9 percent 
during die period. 



Processing delays caused properties to remain in inventory 
longer, increasing propa ^ bolding costs and increasing the 
potaitial fix vandalian and decline in property values. 
Associated losses advasely impacted the program’s 
mission of maximizing tiie return to tiie fund. Losses to the 
fund totaled about $269 million for FY 1997 and 1998. 
(See Finding 2.) 
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Neighborhoods and 
communities deteriorated 


Insufficient staffing and 
inadequate travel funds 


Finding 1 

We found the program failed to strengthen neighborhoods 
and communities. This occurred because REAM 
contractors did not always secure, repair and maintain 
properties according to contract terms. Properties also 
remained in inventory longer than necessary causing diem 
to deteriorate. In some c^es, the FHA homes were the 
eyesore of the neighborhood 

We analyzed die results of 7,440 property inspections 
conducted between October 1998 and March 1999. We 
also inspected 48 acquired properties. The results were 
similar (See Appendix B); they showed systemic contractor 
noncompliance and many of the same problems identified 
by GAO. We compared the results of our inspections to 
recent inspection reports prepared by REAM contractors. 
We found numerous instances where the contractors did 
not include deficiencies in their reports. This condition 
was also identified by GAO. 

Recent OIG and FHA inspections of acquired and custodial 
properties found deplorable conditions (See Appendix C). 

The condition of FHA’s property inventory has contributed 
to the pr<^ram*s performance problems including 
decreased marketability; increased holding costs; possible 
decreased value of surroimding homes; and in some cases, 
conditions that tiireatened the health and safety of 
neighbors and potential buyers. 

Staff shortages, inexperienced staff, increased workload, 
and limited travel fluids prevented program employees 
from effectively overseeing program activities. As a result 
of HUD 2020 reforms, many experienced staff left HUD or 
took other HUD jobs. Buyouts and attrition depleted staff 
at a number of sites. Many of those remaining did not have 
program experirace. FHA never intended that the 
remaining program staff would handle the full range of 
property mam^ement and disposition functions that we 
found them doing. FHA expected to award the M&M 
contracts by October 1998. However, the contracts were 
not awarded until January 1999 with March 1999 effective 
dates. 
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Finding 1 


During our visit to the Santa Ana HOC in September 1998, 
we found that program staff could not handle the workload. 
Although the program was audiorized 16 Housing 
Specialists, there were only 11 on duty. These 11 
^ecialists w^e responsible for monitoring overall 
operations of 16 field offices located in 8 western states, 
including Alaska and Ha^i. In addition, because of staff 
shortages in the Los Angeles, Santa Ana, and San Diego 
field offices, the day to day property management, 
marketing, and contract monitoring duties for about 13,000 
properties were transferred to the Santa Ana HOC. The 
stafTs wcMrkload increased so much that staff fi‘om die 
Denv«^, Colorado and Tampa, Florida offices were sent to 
Santa Ana tempcxrarily to help. 

In Coral Gables, Florida, we found two employees working 
on die program. One of the employees had only been 
assigned for about a year. The oth^ employee was in a 
clerical position prior to working for the program. 
Program officials confirmed that as a result of 
reorganization, many less knowledgeable and experienced 
staff w^e left in HOC*s and field offices to handle the 
increased workload. 

Staff shortages were also so severe in the Coral Gables, 
Florida; Jacks<mville, Florida; Birmingham, Alabama; and 
Chicago, Illinois field offices diat emergency contracts 
were awarded to handle most of their property disposition 
duties. 

A long standing criticism of HUD^s property disposition 
operation has been the unreasonable number of properties 
each FTE staff was expected to manage. AccordUng to the 
1997 Andei^en Consulting study, one FTE for 35 
properties would be needed to effectively manage a 
portfolio similar to HUD’s at tiie time of die study. We 
found diat fix)m September 30, 1996, to February 28, 1999, 
the number of properties per FTE increased from 48 to 
106. 
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Fladigg I 



Plaimed staffing may not be adequate to manage fbe new 
M&M ccmtracfs. According to the Ancbmen study, if 
FHA’s pK^perty di^sition functions were coiiq)IeteIy 
outeourced, each field employee ^ould be able to oversee 
die management and sale of 70 properties. It stated th^ a 
large number of pn^ierdes per FT£ could deorease FHA’s 
abili^ to efiectiveiy mcmitor operations, and increase die 
possibility of £r»id, waste, or abuse. FHA plans for 135 
FTE in the HOCs and field offices to manage the contracts. 
At the current invCTtmy level, this is about 300 propaties 
per FTE. Each of die 28 program FTE under die Santa 
Ana HOC*s jurisdiction will oversee about S80 properties. 

In Edition, many of die field staff assigned critical 
monitoring r^ionsibilities only work for the program part- 
time. According to FHA’s M&M Contract Monitoring 
Manual, diese program support staff are re^nsible for 
performing samite property in^iecticms and file reviews te 
ass^ the ^piality of contractor work. At die Santa Ana 
HOC’s curroit inventory level, about 160 inflections and 
160 file reviews are to be conducted monthly by staff. Hie 
Santa Ana HOC has 23 fn-ogram suj^rt staff (7 FTE) 
assigned part time to perform this faction in 8 st^s 
including Alas^ and Hawaii. 

Program officials in the field told us di^ did not have 
adequate travel fimds in jmor years to conduct reviews. 
HOC travel budgets and expenditures for FY 1999 (as of 
June 30, 1999) were: 
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Finding 1 


Inadequate contract 
monitoring 



Budset 

Exnended 

Afianta 

$209,943 

$188,795 

Denver 

204,215 

184,947 

Philadelphia 

222,842 

196,032 

Santa Ana 

185,000 

162,374 

Undistributed 

34.000 

0 

Total 

$856,000 

$732,148 


In June 1999, the national program director said he did not 
have a breakdown of travel fim^ allocated HOCs property 
disposition activities for FY 1999. A Santa Ana program 
official told us that $17,000 had been allocated for property 
disposition activities in 8 western states including Alaska 
and Hawaii. An additional $54,000 was requested but had 
not been approved at the time of our review. These figures 
appear inadequate to protect the Government’s interest; 
however, we were assured that adequate travel funds will 
be provided for program activities. 

FHA HaQdb(H>k 4310.5 REV-2 required FHA to perform 
an annual risk assessment of each REAM contract. 
Monthly on-site reviews were required for high risk 
contracts, quarterly for moderate risk contracts, and semi- 
annually for low risk contracts. The Handbook also 
required FHA staff to maintain control logs to record 
overall review results and target dates for correcting 
deficiencies. FHA was required to send written reports to 
the contractors, along with target dates for correcting 
deficiencies. All reports, including notes of oral guidance, 
were to be maintain ed in fully documented files to support 
contract extension decisions and act on inadequate 
performance. 

In 1998, there were about 220 REAM contracts 
nationwide. If all REAMs were rated low risk, program 
staff were required to perform a minimum of 440 reviews 
annually or at least 880 during our 2-year review period. 
To assess whether program staff performed required 
reviews, we requested current control logs, all monitoring 
reports, and review checklists from January 1997. The 
HOCs provided evidence of 181 reviews, far short of the 
minimum required. 
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Inadequate contract 
enforcement 


Finding 1 

Our analysis also disclosed diat staff did not p^onn 
monthly revien^ on known high risk REAM contract. For 
example, Atlanta's log showed that between July and 
December 1998, no reviews were conducted on any of the 
10 contracts rated hi^ risk. The Memphis, Tennessee 
office performed reviews of two contracts during April and 
May 1997. The staff rated one of the contracts low risk, 
and no rating wbs given for the second contract. Staff did 
not review these two comracts again until August 1998; by 
then diey found both contracts to be high risk. Despite 
prescribed controls, no further reviews were done as of 
March 31. 1999. 

There was also no standard reporting format. FHA staffi 
often did not include risk ratings and target dates for 
correcting deficiencies in the r^x>rts. Most reports did not 
require contractor re^onse. Many reports did not 
adequately describe the scope or the sample of properties 
or files reviewed. 

We found tiiat because of staff and travel fimd shortages 
caused by HUD 2020 reforms, required property 
inspections were not always conducted by FHA staff. Even 
when inspections were conducted many were not reviewed 
or tracked to identify trends and systemic weaknesses. For 
example, although the Atlanta, Denver, and Santa Ana 
HOCs and field offices received diousands of in^iectioo 
reports during this pmod, diey did not compile and analyze 
the results. Occasionally some reports were reviewed and 
contractors contacted to correct problems on 4e individual 
properties. In Atlanta, we found hundreds of inspection 
reports in a deric drawer. In Santa Ana, we found hundreds 
more in a box. There was no evidence of any formal 
review or analysis of these reports. 

Although contractor noncompliance was passive, FHA 
took few enforcement actions. Since January 1997, FHA 
did not assess any monetary penalties and only terminated 
four contract fm: noocompliance. 
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Finding 1 

For example, in July 1998, as a result of the OIG audit, the 
Philadelphia HOC began compiling inspection results. 
About 9,000 inspection reports were summarized and 
results reported quarterly to the HOC Director and to the 
Director of the Office of Insured Single Family Housing. 
The summaries showed 91 percent, 70 percent, and 78 
percent of properties iiKpected during the 4* quarter of FY 
1998 and the 1“ snd quarters of 1999, re^)ectively, had 
one or m<^e contract violations. Although the reports 
showed pervasive noncompliance, potential fraud, and 
deteriorated properties, little or no action was taken to 
enforce compliance. Several HOC officials told us that 
action was not taken against die contractors because the 
M&M contracts were expected to be aw^ded M)on. 

We requested correspondence from HOC officials and 
contracting officers to support any enforcement actions 
taken against REAM contractors since January 1997. We 
identified 52 contract actions during a 2-year period 
involving 39 contracts. 


Letter of Concern 

17 

Cure Notice 

26 

Show Cause Notice 

5 

T^mination 

_4 

Total 

52 


Without timely on-site monitoring, management cannot 
assess cmitract performance and prcq>erty conditions. In 
order f<x FHA to meet its mission, it is essential that 
adequate resources be committed at all management levels 
to monitor FHA staff and M&M contractor perfmmance 
and enforce compliance as necessary. 


FHA Coniments 


FHA generally agreed wife our analysis of historical 
problems wife its property disposition program. However, 
FHA disagreed wife our concerns that planned staffing may 
not be adequate to manage fee new M&M contracts. FHA 
stated that our conclusion was faulty because it was based 
on the Andersen Consulting study. FHA claimed the 
staffing estimates in the study were premised on fee 
assumption that all REO work would be performed directly 
by HUD employees, not private sector contractors. 
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OIG Response 


FHA also disagreed with our concerns regarding the 
adequacy of travel funds. It stated that allocation of travel 
funds at the HOC level empowers the HOC Directors to 
use travel funds to meet immediate work priorities, 
property disposition being the number one priority for die 
HOCs throughout this fiscal year. FHA also commented 
that under the new M&M initiative, FHA ^tablished an 
aggressive oversi^t program which included property 
inspections by a contractor and file reviews by third party 
auditots. Out-stationed HUD staff would also re-inspect 10 
percent of the contractor’s sample. FHA stated that these 
rigorous monit<Hing approaches would not tax current 
allocations. 


Contrary to FHA’s response, our citation of staffing 
estimates was based on the complete outsourcing of die 
property disposition function. The Andersen shidy states, 
^‘Industry also reports that if die PD function is completely 
outsourced, each en^loyee should be able to oversee the 
management and sale of 70 prc^erties.” The study also 
recognized that based on an average inventory of 27,000 
properties, the staffing level would need to be about 385 
employees if die property disposition function was 
outsourced. A large number of properties per FTE could 
decrease FHA’s ability to effectively monitor operations, 
and increase the possibility of fraud, waste, or abuse. As 
stated in the Finding, FHA plans for 135 FTE in the HOCs 
and field office to manage the M&M contracts or about 
300 properties per FTE. Also, each of the 28 program FTE 
under the Santa Ana HOC’s jurisdiction will oversee about 
580 properties. Thus, we remain concerned diat the 
planned staffing will not be adequate to manage die M&M 
contracts. 

FHA seems to contradict itself with the statement, . . 
these rigorous monitoring approaches would not tax current 
allocations.” It would seem diat travel allocations would 
be substantially affected if FHA intends to re-inspect 10 
percent of the contractors’ sample. 
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We remain concerned that if planned staffing and current 
travel allocations are not adequate, FHA will not be able to 
properly manage the M&M contracts. We will continue to 
assess FHA*s ability to monitor contractor p^ormance 
and enforce compliance. 


Recommendation recommend that you; 

lA. Ensure adequate resources are available (including 
staffing and travel funds at all organizational levels) 
to (a) monitor staff and contractor performance and 
enfor(^ contract terms, and (b) t^e timdy action 
when mission goals are not met. 
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FHA Incurred Millions in Unnecessary 
Property Holding Costs and Revenue Losses 

Over the last 214 years, FHA’s ability to maximize return to die insurance fund was 
compromised. FHA was unable to meet its goals to sell properties within 5 months or at 98 
percent of appraised value, hi FY 1998, for exan^le, almost half the inventory experienced 
processing delays when measured against indu^xy standards. The delays occurred at various 
stages and were attributable to FHA staff, REAhfe, and appraisers. As a result, properties 
remained in inventory longer and FHA incurred bodi an inCTease in its holding costs and a 
decline in revenue earnings from its program of^ations. Had FHA accomplished its goals, it 
would have contributed an additional $269 million to the fund in FY 1997 and 1998. 

FHA seeks to minimize costs and maximize revenues. According to the Andersen study, FHA’s 
goal is to sell properties within 5 months of acquisition and at 98 percent of appraised values. 
These goals are within industry standards. FHA measures performance using 10 standard 
processing steps, beginning with the acquisiti<m and ending with the reconciliation of funds from 
the final sale or disposal of the property. SAMS tracks how many days properties are in a step 
and compares the actual time to a standard time. FHA also tracks various statistics, including 
the number of properties remaining in inventory over 6 months, the average number of days tha t 
sold properties are in inventory (holding period), appraisals, and sales prices. 


Processing delays 
increased holding costs 


The Andersen study showed dial the processing time on 27 
percent of FHA’s inventory as of February 27, 1997, 
exceeded industry standards. On October 31, 1998, the 
number of properties exceeding standard processing time 
had increased to 44 percent. The following table shows 
where the delays occurred: 


STEP 

DESCRIPTION 

STANDARD 

DAYS 

% 

FAILING 

1 

Add property to inventory and assign REAM 

17 

64 

2 


3 

81 

3 

Determine method to dispose of property 

3 

16 

4 


20 

34 

5 

Identify properties that are ready to list for sale 

10 

13 

6 

List property for sale 



7 



95 

8 

Accept sales offer/contract 

60 

31 

9 

Record sales or settlement of property 

7 

56 








44 


Processing time for step 10 is not tracked. 
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Our review of 38 case files showed similar results. All 38 
cases showed delays attributable to one of die following 
areas: 


• 31 percent of properties were not assigned to 
REAMS timely. 

• 38 lucent of properties were not assigned to 
appraisers or apprai»ls were not received timely. 

• 29 percent of initial inspections were not performed 
or not received timely. 

• No sales disposition programs were properly 
pirepared or reviewed timely. 

Total processing days are counted and averaged i^en 
properties are sold. In FY 1997 and 1998, average days 
from acquisitimi to sale was 182, or 32 days beyond the 5- 
month sales goal. These delays substantially increased 
FHA*s holding costs. We calculated a daily holding cost 
per pTi^iCTty using costs of staff, maintenance and 
operations, repairs, and lost interest and the average 
number of days sold properties were in inventory for FY 
1997 and 1998. We determined that FHA*s daily holding 
cost per property was $30.75 and $32.04’, respectively. 
For the 2-y^ period, the delays increased losses to the 
insurance fund by about $123 million. 

The first 5 monfiis of FY 1999 showed no imfarovement - 
FHA missed ite sales goal on average by 41 days. The 
average processing time on FHA sales will not improve 
quickly. This is because the overall age of the inventory 
has increased. The number of properties in inventory over 
6 months increased 76 percent fi'om 7,093 properties on 
September 30, 1996, to 12,503 properties on February 28, 
1999. 


' FHA’s computation in Nov^ber 1997 did not include applicable program costs such as property 
repair costs and all staff costs. Also, the calculation was improperly determined using average 
turnover rate (164 days) rather than average days in inventory (182 days), and ending prc^rty 
inventory rather than average inventory for the period. 
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FHA’s inventory of properties ov^ 12 months old is also 
in excess of industry standards. According to the 
Andersen study, the industry average for inventory over 12 
mondis old is 2 to 3 percent of total inventory. FHA’s 
mondily average was 7 percent in FY 1997 and 1998 and 9 
percent for the first 5 months of FY 1999. Its goal is 5 
percent 


FHA did not maximize 
return to die fund 


FHA measures revenue losses based on the diffoence 
between average sales price and appraised value. It strives 
to sell properties at or near appraised value to maximize 
revenue to the mmigage insurance fund. The following 
schedule shows FHA’s sales activity for FY 1997 and FY 
1998. It reflects lost revenue totaling about $146 million 
because FHA did not meet its goal of selling properties, on 
average, at 98 percent of ^ipraised value. It reflects a 
trend that continued into FY 1999. 


Revenue 





Average Sales Price 

Sales 

($000,000) 

sx 

AoDraisal 

Actual 

% 

Goal 

Difference 

Volume 

Gain/(Loss) 

1996 

S54,272 

$ 53,449 

98.5 

$ 53,187 

$ 262 

53,000 

$ 14 

1997 

$57,203 

$ 55,589 

97.2 

$ 56,059 

$ ( 470) 

58,500 

$ ( 28) 

1998 

$60,670 

$ 57,606 

94.9 

$ 59,457 

$ (1,851) 

64,000 

$ (118) 

1999 

$63,062 

$ 59,700 

94.7 

$61,801 

$ (2,101) 

64,000 • 

$ (134)* 


Annual projection based on sales throu^ February 1999. 

**«*«*****«*** 
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During Qnigressional testimony in May 1999, the FHA 
Commissions downplayed these statistics. 
Understandably, he preferred to focus on the fact that 
mortgage premiums offset property disposition losses by 
$1.5 billion in FY 1998. Considering FHA’s inherent role 
in trying to bring homeownership to lower income 
families, it seems equally important, however, to find ways 
to r^uce mortgage premiums. By maximizing revenue 
from sales and lowering costs, FHA could have returned 
$269 million more to the insurance fiind in FY 1997 and 
1998 than it did, a savings ultimately passed on to the 
borrowers. We recommend that the Commissioner stay 
equally focused on the program mission and performance 
goals. 


FHA Comments FHA disagreed with our conclusion that it incurred 

millions in unnecessary property holding costs and revenue 
losses. FHA stated the conclusion was blatantly false. 
FHA said that the performance goals cited in the report as 
the basis for our holding cost computation from the 
Andersen study were optimum REO performance 
measurements for the private sector. FHA claimed that it 
did not adopt these measmements as goals. Instead, it 
strives to sell properties in an average of 180 days rather 
than the 150 <^ys. In reference to the losses, FHA stated 
that it recognized the importance of the statistics. It 
claimed that we misinterpreted the data and its goals and 
made erroneous conclusions. 

FHA said it agreed with our recommendation to update 
performance goals based on current market conditions, 
program objectives, and the M&M contract structure; and 
to re-compute property holding cost factors. 


The Andersen study was based largely on input from the 
OIG Response Single Family Property Disposition Division. A FHA 

foc\K group known as the “Visioning Team” met to 
develop an “Operational Vision.” The team compared its 
current property disposition process with that of industry. 
It redefined the property disposition mission, developed 
aggressive goals for the future, and identified key 
components of the future process, organization and 
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technology that would enable attainment of future goals. It 
redefined the property disposition mission as follows: 

*To reduce the inventory of acquired properties in a 
manner that ensures a maximum return to the Mutual 
Mortgage Insurance Fund (MMIF). ” 

The team’s Operational Vision stat^ in part that, 

"The Single Family Property Disposition Division will 
support the primary mission of the MMIF by 
maximizing the return from the sale of acquired 
properties, thereby making more and less costly FHA 
home loans available for those who are unserved or 
under-served by the private market. ’’ 

Using the results of die study* the team identified key 
performance indicators and target goals tihat would track 
program revenues and measure performance. One of the 
key performance indicators developed was “Sales Price as 
a Percentage of Market Value.” The study states tlmt, “The 
Team decided that 9S% of a 30 day sale price is an 
appropriate target since industry generally prices for 30 day 
sale and indus^’s performance is 96-98% for unrepaired 
properties.” 

The team also identified Total Cycle Time (Average 
Holding Period) as a key performance indicator. The study 
had identified dus as a primary indicator of cost efficiency 
since it directly impacts property holding costs. The study 
states that, “The Team set a Toti Cycle Time target of 150 
days by allocating 30 days for Evaluation* 60 days for 
Marketing (given a 30 to 60 day sale list price) and 60 days 
for Closing. This target is directly in the middle of the 
industry range of 120-180 days.” 

As stated in the study, the goals were developed in die 
^irit of the 1993 NPR and the requirements of die 
Government Performance and Results Act. The 
performance goals set out in the study were the only 
written goals we identified. Thus, we believe die audit 
report fairly reflects FHA’s program goals and its inability 
to accompli^ the goals it set and quantifies resulting losses 
to the insurance fund. 
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Recommendations 


Interestingly, Andersen Consulting also recognized diat 
FHA*s failure to meet the goal of selling properties in 150 
days could impact the insurance fund. Similar to our 
analysis, the study stated, “Attaining 150 days Average 
Holding Period may save the SFPD Division 
approximately $60.8 million annually in holding costs...”. 


We recommend fliat you: 

2A- Develop and implement written procedures to 
routinely assess whether program mission goals are 
achieved and take corrective action -vdien goals are 
not met. 

2B. Recompute and track the per property holding costs 
based on industry-recognized program costs when 
the M&M contracts and monitoring contracts are 
fully implemented. 
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Controls Over M&M Contracts Need 
Strengthening 

HUD’s new M&M controls and contract monitoring policies are conq}mhensiv^ but need some 
improvement We found that cmitrocts did not contain (1) suffid^t information i^rding 
FHA*s roimburs^^t to controctms for propCTty repair costs, or (2) monetery p^aldes for 
contractor noncompliance. In addition, the new contract monitoring manual did not provide 
comprehensive guidance to review and s^iprove reimbursement of repair costs, conduct contract 
ri^ asse^ments, and document monitoring re^ts. Clarity and consistency in applying policy is 
needed to prevent contractor noncompliance and abuse. 


M&M Contracts 


On Mardi 29, 1999, 16 M&M contracts wrat into effect 
with a 5-year value of about $927 million. The seven 
companies diet received these contracts will manage nearly 
ev^ asped of die property di^c^ition proc^ &om 
property acquisiticm and maintonance to marketing and 
sales. In general, FHA pays contractors an initial fee when 
they list {noperties for sale. This fee is determined by 
midtiplying a contract price ^tor by die list price. The 
result is multiplied by 30 percent. For sample, $80,0(M) 
(list price) X 3.5 percent (price factor) x 30 pcrwnt *= $840. 
A fi^ payment is made vdien the property is sold. It is 
based on the net sales price. For example, $75,000 (net 
sales price) x 3.5 percent (price factor) less $840 (first 
payment) = $1,785. FHA also pays a fixed amount per 
month (e.g., $95 per prc^jerty) fw managing its custodial 
and unimproved properties. 

Costs for most services between acquisition and sale are 
built into the fees and paid by the contractors. These 
include costs for such services as die appraisals, debris 
renoval, and adverdsii^. This system provides an 
incentive for cmitractors to sell i»t>perties quickly d prices 
that provide the most return for them and FHA. The lower 
the contractcH^" costs; the hi^CT dieir fnofits. 
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In addition to fees, FHA also reimburses contractors for 
other costs incurred. These “pass-tiirough” costs are 
primarily third-party charges such as for taxes and utilities. 
Under certain circumstances, some property repair costs are 
reimbursable widi FHA’s prior approval. These include 
costs of rep^rs for: 

• natural disastei^, 

• extraordinary acts of vandalism, 

• mortgagee neglect, 

• remediation of environmental hazards, 

• latent defects to properties not reasonably 
detectable, and 

• major deficiencies not related to normal 
maintenance when properties are received by 
contractors (e.g., repairs for properties to meet 
Minimum Property Standards (MPS)). 

We found tt>e contracts provided little information to 
contractors regarding when and how these costs are to be 
reimbursed. Program officials told us that FHA staff will 
rarely £^^ove payment for property repair costs imder any 
circumstances. One official said that FHA will not 
reimburse c<mtractors for MPS related repairs. Properties 
are generally sold “as is.” The official stated that if 
properties are insured, funds to pay needed repairs will be 
included in an escrow account at closing or contractors will 
pay for the repairs. 

Failure to provide contractors enou^ information about 
the reimbursement of repair costs may lead to confusion 
and abuse. For example, our review of one contractor’s 
draft quality conftol plan foimd extensive steps devoted to 
assessing properties for needed MPS repairs, obtaining 
FHA authorization, and initiating action to make the 
repairs. An official in the Santa Ana HOC stated that 
depending on the circumstances, MPS related repairs will 
be authorized. Reimbursement of repair and maintenance 
costs has been subject to fraud and abuse in the past. FHA 
has tried to reduce the problem in these contracts by 
including most costs in contractors’ fees and requiring 
prior approval for reimbursement of other costs. 
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The contracts contain no provision for monetary penaiti^ 
if contractors fail to comply with contract terms. Program 
officials told us they did not believe monetary penalties are 
necessary because most |n:operty manag^ent and 
marketing coste are included in the fees. Hiey believe diat 
extensive noncompliance and abuse under the prior 
property di^sition ]nocess ^ould be significantly 
reduced. Officials said that diere are provisions in tibe 
contracts for termination, if necessary. 

Our review disclosed that during the last 2 years HIA 
rarely sanctioned REAM contractors althou^ 
noncompliance was pervasive. No monetary penalties 
were imposed and only four contracts w^ te rminate d. 
We believe dte M&M contracts ^ould contain ^ecific 
monetary penalties (e.g., liquidated damages clause) to help 
ensure compliance and to offset losses to die fund caused 
by the contractors. 

FHA designed an extensive manual entitled Management 
Controls For The Single-Family REO M&M Contracts 
covering contract management, financial, and monitoring 
controls. If FHA properly implements and consistenfiy 
follows the manual, most of the contract management 
problems shown in Findings 1 and 2, ^ould be eliminated. 
However, sevo^ areas of die manual need strengthening to 
ensure its effectiveness. 

Except for the review and approval of repair of latent 
defects, the new manual has no policies or procedures to 
approve, justify, and document FHA payment of otiier 
repair costs. For example, diere is no definition in die 
manual of vdiat constitutes extraordinary vandalism and no 
requirements for contractors to justify reimbursement of 
the costs (e.g., police report). The contracts state that all 
repairs caused by ordinary vandalism (broken windows, 
^affiti) are not reimbursable. 
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The manual provides numerous standard review 
instruments for FHA staff to use in monitoring contract 
activiti^. For example, there are 94 pages of review 
documents for conducting risk assessment on each of 1 1 
critical events (e.g., mortgagee claims, property 
inspections, appraisals, sale closings). A low risk rating 
requires that the contractor acknowledge any deficiencies 
and correct diem. A medium rating requires a reprimand, 
suspension, or termination of key personnel or 
subcontractors. A high risk rating requires issuance of a 
cure notice placing the contractor on probation or contract 
termination. The manual also requires that an ovCTall risk 
asse^ment be made on each contract. Contractors are to be 
given the assessments, required to re^nd, and take 
corrective action. 

However, the manual is not clear on how often all 
documents should be completed and there is no standard 
document cr procedures for conducting die overall 
assessment. Each critical event is weighted equally. 
Therefore, a hi^ risk rating on a contractor’s handling of 
property maintenance is weighted equally with a high risk 
rating on its handling of rental properties. A program 
official in FHA’s national office told us that all forms must 
be completed and an overall risk rating made monthly on 
each contract. A Government Technical Rq>resentative 
responsible for oversight of one of the contracts said he did 
not know how often the assessments should be conducted. 

The manual requires that a final assessment report must be 
prepared each month on each contract. The report must 
contain a performance/risk assessment, contractor’s 
response, and FHA’s determination of corrective action. 
This report is to be sent monthly to the HOC Director, the 
Deputy Assistant Secretary for Single Family Housing, and 
the FHA Commissioner. However, there is no standard 
format for the report and no requirement tihat it be sent to 
the contracting officer who is the only person vdio can 
sanction conbactors. Also, the manual does not provide 
sufficient details regarding what documentation is needed 
and what q>ecific actions to take when contractor sanctions 
are necessary. Although program officials told us that 
verbal procedures have been established for working with 
die contracting officers, we believe that written g^dance is 
necessary. 
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IHFIA generally tfae finding and 

FHA Comments recommendations. FHA stated that it should provide 

additional guidance to staif regarding reimbursements to 
M&M contractors for property repairs. It a^eed to revisit 
the potendai for incmporating monetary per^ties for 
contractor nonoompliance and to str^gthen its monitimng 
ai^Hoaches. 


Recommendations We recommend that you: 

3A. Issue detailed writ^ |H>licies and proc^ur^ fi)r 
approving reimbursement and documenting die 
need for r^airs associated widi natuml disasters, 
extram-dinary vandali^. mortgagee neglect, 
environmental hazard remediation, lat^t defects, 
andMPS. 

3B. Modify die M&M contracts to require monetary 
penalties (e.g., liquidated damages) for ^lecific 
recurring contract deficiencies. 

3C. Revise the M&M management control manual 
and/or issue written policies and procedures: 

(1) detailing how often risk assessments must be 
made for all critical events and providing a 
standard document for completing the overall 
risk assessm^t including risk lating weights 
for each event; and 

(2) providing a standard document for completing 
the monthly final assessment report and 
requiring that copies be s^t to aj^lic^le 
contracting officers. 

3D. hi conjunction with contracting staff, issue written 
policies and procedures specifying isiiat actions to 
take and documents needed to enforce compliance 
and unction deficient contractors. 
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3E. Develop a system to track and summarize 
monitcstng results to identify trends and systemic 
^^aknesses for corrective acti<»i. 
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Follow-up on Prior Audits 

Several prior audit reports contain findings which impact fee objectives of this audit 

• An DIG audit (Report Mumber ^BO-123-^01, datsMi June 1996) of fee 

Sfete Office concluded that FHA had sot est^lished and Implemented adequate 
masa^g^ent cmi&ols te monitor and assess performance of RBAM contracts. 

• An OIG audit (Report Number 97-SF-123-0802, dated My 23. 1997) of the Arizona 

State Office fotmd fe^ did e^ctively SKmihsr a REAM cmitracter's 

performance ^ifeing m paym^its f(x work not performed 

• An OIG audit (Report Number 98-A0123-(XH)l, dated January 30. 1998) of fee pilot 
contracts ccmduct^ soon after fee contracts were awarded, identifi^ several w^knei^es. 
Except for an issue regarding SAMS date, adequate corrective actions we^ tak^. A 

OIG aMit of SAMS (R^rt numb^ 98-DP- 166-9004, ^ted September 30, 
199$) found a similar problem. The findaigs of this r^xnt did imp^ mir ai^t 
objectives. 

• A GAO audit (Report Number 98-65, dated March 27, 1998) of FHA’s maaagement of 
REAM csmtractors in Boston, Chicago, and Fort Worfe c<»cluded feat FHA did not have 
an sulequate system in place to nKmit(»^ oversi^t of REAM ccntracts. 

• An aMit of FHA*s 1998 financial statements, pedi^ed by KPMG, LLP (R^rt 
Number 99-FO-131-0002, dated March 12, 1999) concluded that, “FHA has control 
weaknesses in its single family property acquisition, management and di^MTsition 
fimctions which hindered FHA’s <fejective to reduce invratory in a mann^ 
maximizes fee return to fee mortgage insurance funds while preserving and protecting 
residential properties.” 

As discussed in detail in the “Findings and Recommendations’* section of this r^nat, feese 
conditions regarding contract monitoring continued to exist. HUD 2020 reforms inhibited 
proper implementation of eftective corrective actions. Hus r^rt stresses fee impcatance of 
developing and implementing management controls te ensme that fee conditicms do nc^ 
continue. 
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Locations Visited 


DESCRIPTION 

Single Family Housing Division 

Homeownersliip Center 
Field OflHce 
Field Ofiiee 

HomeownersMp Center 
Field Office 

HomeownersMp Center 
HomeownersUp Center 


LOCATION 

Washitt^on, DC 

Atlanta, Georgia 
Chicago, Illinois 
Coral Gables, Florida 

Denver, Colorado 
New Orleans, Louisiana 

Philadelphia, Pennsylvania 

Santa Ana, California 


Contractors 

The Urban Group (REAM) 

Gibraltar Realty, Inc. (REAM) 
Golden Feather Realty Services, Inc. 

(Pilot M&M) 

Citiwest Properties, Inc. 

(Emergency M&M) 


Ft Lauderdale, Florida and 
Miami, Florida 
Chicago, niinois 
New Orleans, Louisiana 

Coral Gables, Florida and 
Chicago, Illinois 
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Results of FHA Property Inspections 


October 1998 through March 1999* 


Percent Deficiencies 


Field 


Debris 

Debris 

Property 

Defecdve 


No FHA 

No Regular 

Office’ 1 

nsoectiona 

Outside 

Inside 

Uaseenred 

Paint 

Vandalism 

Siga 

Insaections 

Atlanta 

32 

19 

41 

0 

23 

16 

4 

31 

Chic^ 

1,123 

12 

23 

18 

6 

21 

5 

20 

Coral Gables 

105 

38 

22 

9 

89 

22 

15 

14 

Hiiladelphia*® 

5,977 

24 

20 

16 

27 

0 

14 

16 

Santa Ana 

203 

11 

9 


2 

32 

29 

15 

TOTAL 

7.440 

n 

m 

Id 

H 

5 

13 

12 

Results 

of OIG Property Inspections 




August 1998 through March 1999 


Percent Deficiencies 


Field 

Office 

InsoecdoBs 

Debris 

Outside 

Debris 

Tnaide 

Property 

IJusecured 

Defective 

Paint 

Vandalism 

No FHA 
Sign 

No Regular 
lnsDo:tions 

Atlanta 

6 

50 

83 

33 

50 

50 

16 

50 

Chicago 

11 

45 

64 

9 

88 

45 

45 

0 

Coral Gables 

9 

44 

22 

56 

20 

13 

100 

100 

New Orleans 

12 

42 

42 

!7 

65 

25 

100 

86 

Los Angles 

5 

40 

20 

0 

11 

40 

100 

25 

Santa Ana 

1 

§0 


20 

jfi 


M 

A 

TOTAL 

M 
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” Except for Philadelphia HOC summ^les. we did not review all inspection reports or swnmaries 
prepa^ during tfte period by or for these offices. 

* AKhoi^ inspectiM r^iorts were requested from the Denver HOC, none were provided. 

AH field offices In file Phllad^phia HOC's jurisdicticm. 
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Appendix C 


Examples of Acquired and Custodial Property 
Conditions 


This well was not secured by &e REAM; a majOT saftty hazard. 


Acquired March 1998 FHA Case Number 131-799500 Rockford, IlliROis 

The REAM did not repair the roof causing the ceiling to fall. 


1^35 


Acquired 1998 FHA Case Number 221-127722 New Orlearis, Louisimta 

OIG Inq>ectJOB Mssch 16, 1^ 
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Acquired June 1998 FHA Case Number 041-856326 Los Angeles, California 

OIG Inspection March 13, 1999 

The REAM did not mountain the yard. 



Acquired January 1999 FHA Case Number 221-272693 New Orleans, Louisiana 

OIG Inspection March 16, 1999 

Exterior not free of debris; a REAM responsibility. 
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Acqtnred July 1996 FHA Case Number 092-446893 Ft. Lauderdale, Florida 

OIG Inspection January 19, 1999 

Ceiling has fallen irom water damage caused by a roof leak. No repairs were made by the REAM. 
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Custodial Property FHA Case Nurober 221-154121 New Orleans, Louisiana 

Assigned November 1996 OIG Inspection March 17, 1999 

Yard full of debris. Grounds were not maintained by the REAM. This condition adversely impacts the 
neighborhood and is a potential safety hazard. 



Custodial Property FHA Case Number 132-070682 Petersburg, Illinois 

Assi^ed June 1996 FHA Inspection December 15, 1998 

Trash and other debris not removed by the REAM. The condition adversely impacts the neighborhood, 
and it is a potential ^ety hazard. 


Page 41 


99-AT-123-0001 




82 


Appendix C 


(TfflS PAGE LEFT BLANK INTENTIONALLY) 


99-AT-123-0001 


Page 42 



Appendix C 



Custodial Property FHA CASE Number 132-069554 Alton, Illinois 

Assigned May IW5 FHA Inspection December 10, 1998 

The condition of this property adversely impacts the neighborhood. 



Same property as above. 

The REAM contractor did not properly secure the property; a potential safety hazard. 
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Custodial l^operty FHA Case Niunber 132-054460 East St Louis, Illinois 
Assi^ed November 1993 FHA Inspection December 10, 1998 

Water damage caused by the REAM not repairing the roof. 
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FHA Comments 



UL 8. OepwtfiMrn of Heueinp and Urtian Devdepmeni 

Wastifngfoo. 0.0. 20410-6000 

I 

SEP 2ssa 


OFFICE OF THE ASSI^AMT SECRETARV 

FOR KOUStNQ-F^E|ML HOUSINC CMMISSIONER 


MEMORANDUM FOR: Nancy H. Cooper, Dietrict Inspector General for Aucfit, 4AGA 



SUBJEC^: R^KMise to OIG Naticmwide bdemal Audit of FHA Sngle Family 

‘ . Property IMspoution Pix^rarn 

ThanRyou for tbe opportunity to review end comment m your audit report on the Sti^ Fanuty 
Property IXsppsidon program. The audit assesses program activities from October, 1996 throu^ 

March 1999 and was performed by OIG staff frmn August, 1998 through Ainil 1999 - a period of time 
when FHA was in transkion from directly admiiustering FHA’s propoty disporition pn^nm, to 
outsoufciiig private sector professionals. On March 29, 1$^, FIM implesnent^ the cornerstone 
of tile HUD 2920 reform plan for single foimly property disposition, tbe h^agement and hforkcting 
(MAM) contract initiative. Therefore, tiui wutit ia primarily focused on assessang program performance 
prior to dm ingriementatioii of HUD 2020 refonn, though it also includes a review of new contract 
management and control procedures dcvdtgied by FHA in consultation whh Booz>AUeR ft Ifomihon 
!(»' tiie new M&M cnviroranent 

The auflft accurately notes a history of problems with FHA's pat^xsfty disposition program, 
dting a series pf OIG and GAO reports conducted over the last several years, prior to tbe 
mqilenieotBtioa of HUD 2020 reforms. The audit also accur^y indicatea that the pilot ccHitracts for 
the new Management and Martetmg^i|Koacti were the subject ofanother prior OIG auttit In foot, 
FHA and OIGjstaff met nearly every w^ Airing the MftM pilot and worl^ togetiwr to construct a 
revised, modd contract to address defroendes in the ;Mlot llus modd, wind) incorporates every one 
aftiwrecQmniendatiiORsoftii6prevU)uaOlGaudH,isthebasia&rtbeoewMftMcontracts. Toooften 
in the past, responses to prior OIO auAts have reulted in short-term solutions winch did not address 
inherwtt ptogrwn weaknesses, itoe, I believe the new MftM coitirscts developed with significant input 
from tile OIO, hss endried the Dqiartment to findly free ttadf from tire burdeir of an mefficseot 
oiganizationd structure. 

Wttle 1 am concerned that the report contains several foUe and mideading statements and r^es 
in sevmal instances on foulty methodological ^proaches to assess prior performance, I am pleased that 
the Office ^the HUD Irupector General (OIG) shares my belief that the rww Managemoit and 
Mailteting nppioadi to FHA’s sin^e fiunily property disposition will address many of FRID's long- 
standing (HOgrun deOdcDcies. I agree with the coi^uaion r^the audit wiach sWes that, “if FHA 
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prqpwly in yte nwtts and cMiastentb^ folk>w» tte mioual [Management Cor^rols For TheSin^Famify 
REOMAMCorOracis}, most ctf the contract management pnMemsdtown in Rn^gs 1 and2diould 
be daranated'*. As the au(StiK>tes>FHA has de>«lopa(i a comprdusnsive set (^program raanagenwnt 
and CMitrol procedures to ensure effective monUoring of the new M&M contractors. We are 
^gressivety inqdeinendng the prooedufes and oontrob identified in that manual and it is piqring 
dividends. Ccmtrary to concerns expressed in the audit that FHA wiB not act pron^y to enforce 
sanctions \^wii contractor performaace it inadaquate, we aie ^gresiively monitorii^ MftM 
ccKitractcas’ p^ormanee. The suof^eit evidence oftbis is foat FHA ttmumued contract serweea 
underoi)eofthe]6MftMcontracts,Jddb|SMrofa/anNonceKiMfarrheeiManKr, duato 
performance issues. Moreover, FHA also issued six “cura^ notices fmr other contract areas wMnn the 
first ninety d^ of the new initiative. 

FHA alio disagrees with OIG’a diim ffwt current REO staffing levels under ffie M&M 
envircmmeoc are not sufficient. FHA otmunissloned Bees-Ailen A Hamilton to eonduet deteiied woric 
flow akdstaffiivand^BS to address FKA’sstaffii^ needs under foe M&Menvirmunott. FHAtus 

tautedtd the staffing let^ raconunended in Booz-ABen & Hainikon’s Jwwary 22. 1 999 report, 
recognizing the tndque dmunds of the transition and imtial bn|deiDentatioD periods. 

The draft audit report states “planned staffing may not be adequate to manage the new MiftM 
contra^s”. The basis for OlQ’s foulty conclusioa here a^ears to be drawn from 1996 study by 
Andersen Consulting, commissiQned by FHA to nmew private industiy practio^ and idCnfify means by 
the Department could best imiffovc its mteraal operations. UltiniBtdy FHA determined that h could not 
matdi the skills and flexildfityofthe private sector, and as noted ab(^ that MtsoNrclNf Proper^ 
midntenance and sales is foe best approach for FHA. The Anderson study was a vahi^ip tool in 
gathering iafonnadon about privata sector c^iadties, but ha staffing estunates were predused <m the 
that an REO went toemU be performed direct by HVD ewrfkyta, not private sector 
contractors. Booz*AUen& Hamilton used infonnation from the Anderson study ftu its inalysis, but 
identified staififig requiremeiita for the owtanreliig approach, ntd emphasizes eontraa pdnunistration 
andover^^ 

FHA also qipreoates OIG’s sound recommextdatkm that management should provide adtfitional 
guidance to FHA contract monitoring staff n^ardiog r^bursonenta to M&M contraefors for property 
repairs. As the audit notes, FHA solictted input fiom OIG in developing the MftM contracts and 
incorporated every one of OIG’s reco m m en dations into the final crmtnKt. mcbiding a dijamalic 
reduction in the number of pass tbrou^ expenses. | 

FurthenwKe. FRA wSI fidlow OKPs new recommendation to revisit the potenw fen 
iac o rporatnig monetary penalties for contractor oon-cotnpBancc with HUP requbqneny. FHA staff 
prenously ^scussed the potential vakte of monetary praxes with HUD contracting st^ prior to 
inq>leRiBntiag the MftMcMtractSi, and were advisoi that nidi provisions were not neebssaty since the 
MftM contracts are perfbraiaiice>based cofdracts. where ixMHperfbnnanGe on cri^ a^ces adversely 
impact the cootracton themselves. However, F!M w3I discuss (^tioes for inclusion onnon' 
performance penalties, including Gquidating penalties, with DepartmenuJ ea^erts on coetrset 

^>proachcs. FHA dso agrees that ourmoatoting approaches will be stroif^bened by smndardiang a 
repoftii^ format, darifyo^ risk as s es s ments , and ideotiQmg per fo r ma n ce trends. 
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OIG** Aai»KfcmieBtof Pi^orPtrfonngnge 

I fan leased that the 010 ^msdoned the iii-<onceived analyse cot^ained in the 
sudU lepoit to that sagged that the Defwrtmnn vas wasiteg a doBan a dajT « 

taxpayers money on he REO saiesopentioa As you know» that ucfininded accusation was the 
ceott^ece of a Cot^m^cautl heaiiisg and e sad^ televiaon news broadcast. Even thou^ the 
audit badcs away das erroneous ddm. the prdindnary retort iie>«riheles& did substantfai htum to 
the refUit^oa of die FHA, ^ stay have ceMdiftuied to a loss of remme as {mvue etudes i<^ 
confidence in our produt^. I aratbere&re {leased that the final audit does not inside dus erroneous 
dam. 

Hie final 0!G audit does however state that FHA tncuired mthions in uiu)ecessa:ry pre^ier^ 
holding costs and rev«Kie losses. This conciuacmtM is patently false. OIG appevs to reach this 
candus^ by comparing FHA’altEO sales perfimnance for 1997 and 1998 to optimum industry 
^rnidsidsidenti^d in the 1996 Arthur Andersen study. The Department simply goals 

dtedindteOIGaudh. These meafiirements are induded in the Anderson study as ^Ttiimun 
perfomiance measures fiw the private sector REO industry, based on the 1 996 real estate market. IbQ? 

oot mSed ^ D^rtmeot’s soda! rmsson, tnchiding s^s to owner-occupants, iKMipr<^t 
MgBiuzi^o.R5 and 1o^ goventments. Fuithomore, it is not reaSstsc to otpeet a pobhc agency 
encumbered with the regulatory constraints and stringent dvU smvice restrictions to perform at the 
optimal level for private industty. 

Instead, FHA strives to s«& HUD4ielp properties is an average of 180 days, withia oftbe 

private imfostryiRandardnduch Andersen Consulting identified aa between 150 and l80diQ«in 
invent^, but not equal to the oprimal or pedr private sector pmformance. As noted a the draft audit, 
FHA average sales h FY 1987 and 1988 was 182 days. Ofdy sli^y hbove expectatiom. The 150 days 
in inventory goal identified by OIG in the audit is not FHA*s imemal ^al. aor is it a reafistie 
expectatiott under the old method of FJBO proper^ disposition vrfaicb is the subjea of tlss audit 
Ther^sre, OZG's entire bads for asseiti^ that FHA*t REO openUion is Iwng revenue is faulty. 

OIG also seems to have mismteqMmed the intoit behind edits infocdded in FHA's pftraiy 
con^xiter system fix R!^propatymvemoiyc(Kitroi,SAh^. SAMS tracks die status of jmipetties 
fiom conveyance dirough sale and dosii^ using 10 ^stinct ^'steps'’ in d>e disposition process. When 
properties r«nuun in a stqp past a selected time period, disposition specialists must review the account to 
deterrmna if additional action is required. The 010 audit eroneously identifies the total days in step 
(157) as a standard. TheHclderi’ at the end of eadt step time period is not a put], as OIG appears to 
assume but nthm* h n a process flow management tool itUended to ht^ddight propenies m need 
focused attentiofL 

FuTthenmue, the audit states that **During Congressmisl testimony in May. 1999, toe FHA 
Commissioner downplayed these statistics" . Quite to the contrary, I recognize both their impoitance 
and complexity. Ablwugh imanterprecatioas of the data by OIG staff lacking program or imfostry 
btowied^ sit understandable, Basrepresentarions of pcrfixmance goals and erroneous umchisions on 
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^ issue arebodi nusleading. and detract from genuine efforts to improve program performance. 
Howevm-. I do end>nce the {Hicticat recommeiKUtion offered in the draft audit, tint FHA update 
pofoimaiiGe goals based on current mari»t conditions, pr^ram c^ecttvcs, and foe M&M cmitract 
structure and foat property holding cost focton be re-computed. 

The OKj audit also inaccuratety dtes as the cause of a growing portfcfoo insufficiem staffb^ 
inadequate travel funds, inadequate contract monitoring, and inadequate crnitract enfor cemen t . Again, 
iidierenl defidencies in the former disposdon approaches fod ocmtnbute to foe problems hsted above. 
However, foe audit ^s to recognize fott economic and market CMufoions drove both an inoease in 
fffoperty acquisitions and a duggifo resale mariut. Furtheimore, a 1^ advantage to FHA’s new 
outsourang » the ability of foe private sector to swiftly expand and contract its WMkforee 

based on me^ ccmditions, and to foster ejq)ertise in sktlh not read^ found in the federal workftme. 
Our recent experience «ith succeeefiit private sector contractors reveals foat a relative smaS, 
centraliKd dilation woricforce relying on a strong netwmk of locd service providers can be 
ext r eme effective. Conversely, contractors who most elosefy mimic FHA*s prior diqiostrion 
approaches but utilize a sig nifi c an tly larger staff have been fior less successful. 

The adequacy oftravef funds b a recurring coitccm in the draft audit. Hie draft identifies FY 
1999 travd buc^ and expenfotures for foe Single family Home OwneraUp Centers. The aDocarion at 
foe HOC ievd empowws the HOC Directors to use travel fonds to meet immefoate work fmorities, 
property di^iorition bong the number one priority for foe HOCs throughout this fiscal yev. Thedraft 
report states that “These fiffires^ipearwoduny inadequate to potect the Govmsunent's interest’'. The 
di^ ccmtrins no analysis to support this conclusion. 

Under foe new M&M iiutiative, FHA has est^lished an aggressive oversight program vdach 
includes on-site property inqieetioiia of 10 percent cffits portft^ each muifo by “special property 
inspectors’*— private firms with pr operty maintenance and inspection expertise, and review 10 
pcToerttofali property files uring third-party auditors. Out-stationed HUD staff re-inapect 10 percent (ff 
this senile as a primary control over HUD-hsld property and file coiufitionB. Throng fob ^iproadi 
FHA once again maxiimzea foe use of a private industry network of sendee s p erialb l i. and ensures 
coittractc<mq}fiBiceusngoiHhe>fround FHA staff None trflhese rigorous monhoiim qiproaches t«c 
current travd alloeatioos. 

As a final darificafion, the Man^ement and Marketing contracts do represeitt FHA’s primary 
current means of diqxiai^ (ffprqwftieL However, reccnl bgblation has provided FHA with two new 
autbteitiesrqiresenfingattcniativedbposttim strategies. FHA b negottating (rilot agreanents witb 
local cmmiiufdties to aell pri^terties n “Aiaet Control Aiea^ to local govemnents and non-ptofiia on a 
future flow, or ‘pipeline’’ baab. FHA has also mkiatad effocta to acquire and nH FHA-insurad 
nioitgages in defiuilt. in fieu of a cquirin g proper ti es. 
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Distribution 


Assistant Secretary for Housing/Fedoral Housing Commissioner, H (Room 9100) 

Deputy Secretary, SD (Room 10100) 

Chief of Staffi S (Room 10000) 

Special Assistant to the Deputy Secretary for Project Management, SD (Room 10100) 

Acting Assistant Secretory for Administradon, S (Room 101 10) 

i^sistant Secretary for Con^ssional and Int^governmentol Relations, J ^oom 10120) 

Senior Advisor to flie Secretory, Office of Public Affairs, S, (Room 10132) 

Deputy Assistant Secretary of Administrative ServiceaDirector of Executive Secretariat, AX 
(Room 10139) 

Director of Scheduling and Advance, AL (Room 10158) 

Counselor to toe Secretary, S ^oom 1 0234) 

Deputy Chief of Staff, S ^xx)m 1 0226) 

Dqnity Chief of Staff for Operations, S (Room 10226) 

Deputy Chief of Staff for Programs and PoIi<ty, S (Room 1 0226) 

Director, Office of Special Actions, AK (Room 10226) 

Deputy A^stant Secretary for Public Affairs, W (Room 10222) 

Special Assistant for Inter-Faith Community Outreach, S (Room 10222) 

Executive Officer for Administrative Operaticms and Managemmt, S (Room 10220) 

Senior Advisor to toe Secretary for Pine Ridge Project, W, (Romn 10216) 

General Counsel, C (Room 10214) 

Director, Office of Federal Housing Enterprise Oversight, O (9* Floor MaUroom) 

Office ofPoUcy Development and Research, R (Room 8100) 

Inspector General, G (Room 8256) 

Assistant Secretary for Community Planning and Development, D (Room 7 1 00) 

Assistant Deputy Secretory for Field Policy and Management, SDF (Room 7108) 

Government National Mortgage Association, T (Room 6100) 

Assistant Secretary for Fair Housing and Equal Of^Mjrtunity, E (Room 5 1 00) 
ChiefProcurement Officer, N (Room 5184) 

Assistant Secretory for Public and Indian Housing, P (Room 4100) 

Chief Information Officer, Q (Room 3152) 

Director, Office of Departmental Equal Employment Opportunity, U (Room 5 128) 

Director, Office of Departmental Operations and CoOTdination,! (Room 2124) 

Chief Financial Officer, F (Room 2202) 

DirectOT, HUD Enforcement Center, V, 1250 Maryland Ave., Suite 200, Washington, DC 20024 
Director, Real Estate Assessment Center, X, 1280 Maryland Avenue, SW, Suite 800 
Director, Office of Multifamily Assistance Restructuring, Y, 1280 Maryland Ave., Suite 4000 
Deputy Chief Financial Officer for Finance, FF (Romn 2202) (2) 

Director, Office of Budget, FO (Room 3270) 
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Secretary's Representative, IAS 
Secretary’s Representative, 2AS 
Secretary’s Rqjresentative, 3AS 
Secretary’s Representative, 4AS 
Secretary’s Representative, 5AS 
Secretary’s Representative, 6AS 
Secretary’s Representative, 7AS 
Secretary’s Rq)resentative, 8AS 
Secretary’s Rq>resentative, 9AS 
Secretary's Representative, lOAS 
Director, Homeownership Center, 3AHH 
Director, Homwwnership Center, 4AHH 
Director, Homeowner^p Center, 8AHH 
Director, Homeownership Center, 9JHH 
Audit Liaison Officer, 3AFI 

Audit Liaison Officer, Office of Housing, HF (Room 9116) 

Departmental Audit Liaison Officer, FM (Room 2206) 

Acquisitions Librarian, Library, AS (Room 8141) 

Counsel to the IG, GC (Room 8260) 

HUD OIG Webmanager-Electronic Format Via Notes Mail (Cliff Jones@hud.gov) 

Public Affeirs Officer, G (Room 8256) 

Director, Housing and Community Development Issue Area, U.S. GAO, 441 G Street N.W., 

Room 2474, Washington DC 20548 ATTN; Judy England- Joseph 
The Honorable Fred Thompson, Chairman, Committee on Governmental Affairs, 

United States Senate, Wadiington DC 20510-6250 
The Honorable Joseph Lieberman, Ranking Member, Committee on Governmental Affairs, 

United States Senate, Washington DC 20510-6250 
The Honorable Dan Burton, Chairman, Committee on Government Reform, 

United States House of Representatives, Washington DC 20515-6143 
Henry A. Waxmart, Ranking Member, Committee on Government Reform, United States House 
of Representatives, Washington, DC 20515-4305 
Cindy Fogleman, Subcommittee on OvCTsigJit and Investigations, Room 212, 

O'Neil House Office Building, Wadiington, DC 20515-6143 
Steve Redbura, Chief, Housing Branch, Office of Management and Budget, 725 17* Street, NW, 
Room 9226, New Executive Office Bldg., Washington, DC 20503 
Sharon Pinkerton, Deputy Staff Director, Counsel, Subcommittee on Criminal Justice, Drug 
Policy and Human Resources, B373 Rayburn House Office Bldg., Washington, DC 20515 
Department of Veterans Affairs, Office of Inspector General (52A), 810 Vermont Avenue, NW, 
Washington, DC, 20410 
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Mr. Gilman. Thank you, Mr. Chairman. 

Do you have requirements or guidelines for how much time HUD 
employees should spend actually looking at HUD-held properties, 
and how many site visits they should conduct? Do you understand 
my question? 

Ms. Cooper. I do understand your question, but it’s not an easy 
answer, so I’m trying to decide how to answer it. 

HUD staff right now are contract monitors. They’re not going to 
be property inspectors any more. The guidelines for the time that 
we’ve been looking at the REO operations 

Mr. Gilman. You keep saying REO. What is REO? 

Ms. Cooper. Real estate owned. The property disposition pro- 
gram. 

Mr. Gilman. What does REO stand for? 

Ms. Cooper. Real estate owned. It’s my southern accent. I’m say- 
ing real estate owned [REO]. I’m sorry, I was told not to use acro- 
nyms here. 

I’ll try to say property disposition program. Now I’ve lost track 
of what it was you asked me. 

Mr. Gilman. Let me repeat what I’m asking. Do you have any 
requirements or guidelines for how much time HUD employees 
should spend in actually looking at HUD-held properties and how 
many site visits they should conduct? I think that’s a basic ques- 
tion to see whether or not they are able to do the job. 

Ms. Cooper. For the last IV 2 years, the contract monitors, the 
contractors who have been doing the property inspection, have had 
a requirement to do an initial inspection of every property that 
comes in under their responsibility. After that, they are required 
to do 10 percent of their portfolio every month. 

I’m assuming that was probably the same criteria that HUD 
used when HUD did property inspection and had the staff to do it. 
They imposed that same requirement on the contractors. 

Mr. Gilman. Have you reviewed this to see if that’s an adequate 
performance by HUD employees? 

Ms. Cooper. Actually, the problems that we are going to be ad- 
dressing are not with the number of inspections, necessarily. It 
would be more with the action that’s taken once that inspection is 
done. They can inspect all day long, all week long, all year long. 
But if nothing is done with the results of the inspection, then it 
doesn’t do much good, which is why I was hoping to get across the 
point that there needs to be some enforcement, if a contractor is 
operating properly. 

Mr. Gilman. I think we would agree on enforcement, but we also 
want to know, are there sufficient number of inspections before you 
get to enforcement? Do you feel there are a sufficient number of in- 
spections by these number of employees who will be doing the in- 
spection to make a proper determination as to whether or not HUD 
is performing properly? 

Ms. Cooper. No. The answer is no. 

Mr. Burton. Thank you, Mr. Gilman. 

The gentlelady from Hawaii. 

Mrs. Mink. Thank you, Mr. Chairman. 
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I want to continue in the discussion that was started by our 
ranking minority member. I’m very much confused with the title of 
the hearing today, HUD losing $1 million per day. 

I think that from your testimony and the chairman’s opening re- 
marks, one of the important responsibilities that HUD has or in- 
deed any homeowner has is to maintain the property, to preserve 
the value of the asset. That has to be a major requirement. 

So on the sad occasion of a foreclosure, where the Federal Gov- 
ernment resumes ownership of the property because of failure of 
the previous owner to make payments, then it is a very important 
responsibility that the Federal Government assume the cost of 
maintenance and repair and general upkeep. Would you not concur 
that that’s a major obligation that HUD assumes when it takes 
over a foreclosure? 

Ms. Cooper. I agree. 

Mrs. Mink. If that is a responsibility of the new owner, in this 
case HUD, then it would seem to me that the expenditures to 
maintain the value of the property is a legitimate expenditure, 
wouldn’t you say that? 

Ms. Cooper. I would agree. 

Mrs. Mink. Then really, in line with the videos that we saw, per- 
haps the Department can be accused for not spending enough rath- 
er than spending too little. Because indeed, what we saw, and I 
have no idea what the rest of the properties are, but if they’re typ- 
ical, then what needs to happen is that HUD should have authority 
to hire more employees, and have greater sums of money accessible 
to it for maintenance and upkeep. 

Isn’t that a fairly logical conclusion? 

Ms. Cooper. That could certainly be a valid point. 

Mrs. Mink. Well, then, let me go to the point of the very large, 
substantial increase in properties in the HUD inventory, from 
24,000 in October 1996 to almost double, 42,000, as you testified, 
the last of February of this year. Given their own goal of 6 months 
disposition, and their efforts to dispose resulted in 12,000 plus 
properties remaining in their inventory in excess of 6 months, I be- 
lieve that’s what you said? 

Ms. Cooper. Yes, ma’am. 

Mrs. Mink. Then if we’re going to criticize that HUD has not en- 
ergized itself to dispose of properties within a short period of time, 
its own target of 6 months, then isn’t it more appropriate to say 
that the $29 you assess as being “wasted” because they fail to dis- 
pose of the property to be legitimately charged to the 12,000 prop- 
erties and not the 42,000? In which case then, it could be said that 
HUD unwisely spent $300,000 per day because of its failure to dis- 
pose of properties in a timely fashion? 

Ms. Cooper. At the time the IG made that statement, HUD had 
also promised that it would pipeline all the properties that were in 
its, that came into its portfolio. In effect, HUD was already behind 
in removing all properties from the inventory, as it has promised 
it would do. 

Mrs. Mink. But you see, the whole discussion is absolutely 
faulty. Because on the one hand you admit that it is a legitimate 
expense on the part of the Government to maintain the value of 
these assets, and therefore, moneys have to be expended. Second, 
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you talk about the disposal of the properties on the market, and 
making sure that the Government gets value for the properties 
that it has now obtained ownership for. 

If it is true that only 12,000 properties remained after 6 months, 
and if we’re going to talk about excess expenditures, it seems to me 
it’s absurd to talk about $1 million a day. We ought to talk about 
12,000 properties costing the Government $29 a day, when those 
properties could have been sold. 

One final comment I want to say, that in my jurisdiction, which 
is having a terrible time in its economy, thousands of properties 
are being foreclosed, not necessarily to HUD, but to the banks and 
so forth. These properties were acquired at a time when the values 
of the properties were extremely high. Their failure to pay up their 
mortgages resulted in a foreclosure. 

So there is a huge windfall for the institutions as well as the 
Federal Government for assets they are now acquiring that are ex- 
tremely valuable. Those are asset values. But the other side of that 
coin is that our economy is so bad out there, there are very few 
people who can afford to buy these properties. So they are held ex- 
traordinarily long. 

I was just talking to someone in my office a moment ago who had 
to leave for a new job opportunity. His house has remained unsold 
on the market for 18 months. Now, that private owner, I am sure, 
has been doing everything he can do, standing on the sidewalks 
trying to dispose of his property and not being able to do so. 

So in some cases. I’m sure that HUD has found the community 
and State circumstances such that it is impossible to move these 
properties. So I think it’s unfair to load upon HUD all of these situ- 
ations without critical evidence to point specifically to the areas 
and properties and concerns that might generate legitimate over- 
sight responsibilities on their part. 

Otherwise, I think this is an enormous waste of time. I yield 
back the balance of my time. 

Mr. Waxman. Will you yield to me? 

Mrs. Mink. I yield to my ranking member. 

Mr. Waxman. It just strikes me, your point was so well taken, 
that we’re talking about 12,000, which is out of 41,000, less than 
a third of the properties under foreclosure. That’s because they 
haven’t met a self-imposed 6 month deadline. 

But isn’t it accurate that at least 2 of those 6 months are by stat- 
ute time when HUD can’t dispose of the properties, because they 
have to give the owner a chance to come back and cure it or have 
some public interest group come in? Isn’t that accurate, Ms. Coo- 
per? Isn’t that the policy they have at HUD? 

Ms. Cooper. I need to consult with my staff, please. 

Mr. Waxman. I understand that’s their current policy, but they’re 
talking about changing that policy. 

Ms. Cooper. My staff is telling me that when HUD forecloses, 
or when the lender forecloses, that the owner of that property does 
not have an opportunity to buy back. 

Mr. Waxman. As I understood it, they have a policy where they 
give them time, they hold off for a couple of months. So they have 
this built-in restraint that they’ve built in. But also, these are hard 
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to sell properties in inner city neighborhoods. I would think any- 
body would have a hard time selling some of those properties. 

That’s not to justify it, it’s just to give some balance to the fact 
that we’re talking about less than a third of their inventory and 
the difficulty in selling it. 

I thank the gentlelady for yielding. 

Mr. Burton. The gentlelady’s time has expired. 

Mrs. Morelia. 

Mrs. Morella. Thanks, Mr. Chairman. I think this is a very in- 
teresting hearing. 

I note that one of the witnesses coming up, I think in the third 
panel, is going to state that HUD has become less and not more 
responsive to HUD related neighborhood issues. I just wonder if 
you would walk me through the process. I am a homeowner. Next 
door to me is a neglected HUD property. What do I do? Do I report 
it? How do I go through this process in order to get some resolu- 
tion? 

Ms. Cooper. You’d have to be able to identify the asset manager 
who is overseeing that property. All of these properties are doled 
out to local real estate companies to maintain them and to secure 
them and to preserve them and to ready them for market. Then to 
market those products as well. 

You would have to know who that real estate company was. 

Mrs. Morella. Could I find that out easily? 

Ms. Cooper. You should be able to find out if there is a HUD 
sign posted. 

Mrs. Morella. And if there isn’t? 

Ms. Cooper. You call HUD, I suppose. 

Mrs. Morella. So I can find this out, I call HUD and get that 
information. Then do I call that entity, that real estate firm? 

Ms. Cooper. I’m assuming you’re asking, if there was a problem 
at the house, or if you wanted to inquire about buying it? 

Mrs. Morella. No, I just want to eradicate the problem. 

Ms. Cooper. You would find out who that asset manager was, 
and you would complain to them, or you would complain to HUD. 
If you complained to HUD, it would be HUD staff responsibility to 
contact that asset manager to tell them they’ve had a complaint 
and to have them go out and correct whatever the problem is. 

They’re getting paid good money to maintain those properties. 

Mrs. Morella. That’s what I was also going to ask, is how long 
does it take, too, for this process? 

Ms. Cooper. That’s why we look at the average. There are ex- 
tremes, there are some properties that get out of inventory in 30 
days. There are some properties that do stay in inventory for a 
year or a year and a half. 

So the measure of how efficient things are operating is the aver- 
age. The average is 6 months. It takes 6 months to get them out 
of inventory. 

Mrs. Morella. Have you heard of problems, of the fact that 
HUD is not responsive to neighborhood issues, or is becoming less 
responsive to neighborhood issues? 

Ms. Cooper. We didn’t look at that. 
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Mrs. Morella. It might be something to look at, too, as one of 
the criteria that you evaluate. And how they are rectified or re- 
solved. 

Let me ask you a very parochial question. Do you have any kind 
of a listing of properties that HUD owns that have not yet been 
sold in my area, or in any congressional district? Do you have an 
inventory of that? 

Ms. Cooper. HUD maintains a computer system that lists all 
properties in its inventory. I can’t imagine that couldn’t sort that 
by neighborhood. I would say yes. 

Mrs. Morella. By congressional district? 

Ms. Cooper. Right. In fact, I know they do, because we did it to 
select our samples. 

Mrs. Morella. What information would it give me? 

Ms. Cooper. I haven’t personally looked at the list. I can ask. 

Mrs. Morella. I would be interested whether it tells me how 
long it’s been on the market, whether there are inspections made. 

Ms. Cooper. Apparently there are several reports that can be 
generated through this system. It will not tell you information 
about inspections. HUD doesn’t record that. 

But it will tell you when the property came into inventory, how 
much it currently lists, how much HUD has, how much it has cost 
HUD in payments to the asset manager or perhaps payoff of the 
lender’s claim. It will tell you information like that. 

Mrs. Morella. The reason I ask that is, I feel as a good legis- 
lator this would be an important thing for me to find out more 
about if I want to make sure that HUD is making money, that the 
neighborhoods are looking good, that we have things in order so 
there is personal oversight. Wouldn’t you agree that is a good idea 
for a Member of Congress? It helps you out as Inspector General. 

Ms. Cooper. I would agree. 

Mrs. Morella. Thank you, Mr. Chairman. I yield back. 

Mr. Burton. The gentlelady yields back the balance of her time. 
Is there further discussion? 

Mr. Kucinich. 

Mr. Kucinich. Thank you, Mr. Chairman. I want to thank you 
for calling this hearing. 

My questions and remarks will be more germane to the next 
panel, so I’m going to yield my time to Mr. Waxman. 

Mr. Waxman. I thank you very much for yielding. 

It just strikes me as perplexing why we’re holding this hearing 
today. You’re in the middle of an audit, you haven’t completed it. 
HUD has proposed some changes, isn’t that correct? 

Ms. Cooper. Yes. 

Mr. Waxman. That’s supposed to go into effect on March 29th. 

I just don’t know how constructive this is. The chairman says we 
want to show how they’re not doing their job, losing $1 million a 
day of taxpayers’ money so he can go to the Appropriations Com- 
mittee and cut their budget. Do you think that would be helpful, 
if we had smaller appropriations for HUD? 

Ms. Cooper. That’s a decision for all of you, not me. 

Mr. Waxman. Well, it seems to me some of the problems you 
were indicating were that there is not enough personnel to super- 
vise some of these buildings. 
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Ms. Cooper. At the moment, there are not. That’s correct. 

Mr. Waxman. Well, your office in September 1997 made several 
recommendations concerning real estate management contracts. I 
want to go through some of them so we can see whether HUD has 
taken measures to implement those recommendations. 

The IG recommended that HUD establish specialized positions 
for personnel responsible for contract oversight and monitoring to 
make them full time jobs with performance standards and training 
requirements. Has this been done? 

Ms. Cooper. That I don’t know. That will be a part of what we 
have left to do, to see what positions HUD has for contract over- 
sight. 

Mr. Waxman. Well, the IG previously testified that it has been 
done. So they haven’t let you know in the office that your boss told 
us that it has been done. 

Ms. Cooper. Perhaps I should have asked my staff. 

Mr. Waxman. Well, the IG also recommended, your agency, that 
HUD integrate data systems and payment systems so that contract 
performance and contract payments will relate and be systemically 
monitored. Has this been done? 

Ms. Cooper. One moment. 

Mr. Waxman. Well, let me just tell you, the IG has already told 
us it has been done. 

Ms. Cooper. My staff is telling me that they don’t recognize 
those recommendations, it wasn’t part of the scope of the work 
we’re doing. If it’s something we should 

Mr. Waxman. Let’s see if they recognize this one. The IG rec- 
ommended that HUD establish a threshold dollar amount for re- 
view of contract proposals by the Chief Financial Officer prior to 
contract awards. 

Ms. Cooper. You’re reading from 

Mr. Waxman. This is September 1997. 

Ms. Cooper [continuing]. Our audit of contracting, is that cor- 
rect? 

Mr. Waxman. That’s right. 

Ms. Cooper. OK. This is work we have yet to do. This is what 
I was trying to explain. We have not yet looked at what HUD has 
proposed to do. We’ve been looking at what HUD’s been doing over 
the last year and a half. 

Mr. Waxman. Well, shouldn’t you look to see whether they’re im- 
proving? 

Ms. Cooper. Yes, sir. That’s exactly where we’re headed next. 
We’re looking at how those contracts read and how those contracts 
will be monitored to see whether or not there are strategies in the 
Department to properly oversee those contracts. 

So if you ask me that question again in 3 months, I should be 
able to answer it. 

Mr. Waxman. Let me point out that these are recommendations, 
your staff doesn’t even remember it, but these are recommenda- 
tions made in September 1997 by the Office of Inspector General. 
And as I understand it, these recommendations have been followed 
by HUD, including the next recommendation that HUD take steps 
to integrate and update its information technology systems. And 
there are others I want to go through. 
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But you and your staff don’t even seem to be familiar with your 
own recommendations. Second, you haven’t completed your audit to 
see whether the recommendations have been followed, if you could 
remember what they were. And third, you’re here to be critical of 
HUD for not doing things in the past and you don’t know whether 
they’ve changed. 

So I just don’t know how helpful this hearing is for us as policy- 
makers to evaluate whether things are getting better. 

For example. I’ll just tell you, GAO was very critical of HUD’s 
management problems in its high risk series major management 
challenges and program risks. But GAO also gave credit where 
credit was due, concluding that “HUD continues to make credible 
progress in overhauling its operations to correct its management 
deficiencies.” 

Do you agree with that HUD statement? If you do, how could you 
when you don’t even know what they’re doing, whether they made 
changes or not? Do you agree with GAO? 

Ms. Cooper. The report you’re referring to was an audit, nation- 
wide audit overall of HUD’s 

Mr. Waxman. Which report is that? 

Ms. Cooper. The report with the recommendations you’re refer- 
ring to. 

Mr. Waxman. But I’m asking about GAO’s statement, which I 
just quoted. GAO did a written, what they call high risk series, 
they looked at HUD. They said, HUD continues to make credible 
progress in overhauling its operations to correct its management 
deficiencies. Do you agree with GAO? 

Ms. Cooper. We have looked at the property disposition activi- 
ties since January 1997 to today. My answer in that perspective 
would be no, they have not. 

Mr. Waxman. Let me point out for the record and for your infor- 
mation, I read to you recommendations that were made by the IG 
office in September 1997. The IG testified in a subcommittee of this 
committee in a hearing in June 1998. So in June 1998, the IG testi- 
fied that some of these reforms had in fact been accomplished, be- 
cause she had made the recommendations and they were being fol- 
lowed. 

You don’t seem to know about that. 

Ms. Cooper. With respect to the property disposition activity? 

Mr. Waxman. With respect to the way they’re contracted. 

Ms. Cooper. The contracting issue has been outside of the scope 
of this audit. The contracting issue is HUD’s ability to, as an orga- 
nization, nationwide, to implement contract activities. It didn’t sim- 
ply apply to the property disposition activities, it applied to every- 
thing. It applied to automation of the Department, it applied to 
contracts for closing agents, it applied to numerous things. 

Mr. Waxman. Did it apply to contracting people to manage the 
properties? 

Ms. Cooper. It would, yes. 

Mr. Burton. The gentleman’s time has expired. 

Mr. Waxman. Isn’t that what we’re talking about here? 

Mr. Burton. The gentleman’s time has expired. 

Mr. Waxman. You might want to let her finish. 

Mr. Burton. Did you have something you want to add? 
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Ms. Cooper. I simply wanted to say once again, this is an area 
that we intend to look at, hut we have not yet looked at it. It is 
a part of the scope of our audit. So we will address that contracting 
oversight ability by the time we finish the work and issue our audit 
report. 

Mr. Burton. Mrs. Biggert. 

Mrs. Biggert. Thank you, Mr. Chairman. 

Ms. Cooper, I don’t have the institutional memory that a lot of 
our members have, since I haven’t been here until this year. But 
just so I can have the information, right now, HUD is in the transi- 
tion, is that correct? 

Ms. Cooper. That’s correct. 

Mrs. Biggert. Was this at the recommendation of the GAO, or 
was this something that they just decided to cut down on the num- 
bers, and go to fewer offices, or to have the four major offices, rath- 
er than smaller offices across the country? 

Ms. Cooper. I believe it actually started with recommendations 
from the NPR. HUD hired consultants to help them design a sys- 
tem that would work more like private industry works. The conclu- 
sion of the study was that they would go to these four centralized 
home ownership centers to process their property disposition and 
all other aspects of FHA. 

Mrs. Biggert. So in the middle of this, then, you’re doing an 
audit. Were they to be finished with that transition prior to this 
time, or is this just the time that it takes? 

Ms. Cooper. They were to have been finished with this. One of 
the reasons that we’re doing, that we’ve undertaken the review we 
have is that GAO reported problems. We didn’t want to wait. And 
after GAO reported those problems, we didn’t see the transition 
coming, we didn’t see HUD making much progress toward what it 
was ultimately going for, which was the private contracts. 

We were afraid we would get caught, as the IG, when Congress 
called and said, HUD hasn’t accomplished what it intended to ac- 
complish, where have you been. We wanted to be in a position 
when you asked to be able to tell you the state of HUD’s activities. 

Mrs. Biggert. Was there any definite date, then, for when this 
was to be accomplished, or not? 

Ms. Cooper. There was. Let me see if my staff remembers the 
date. 

Originally, it was August or September 1998. 

Mrs. Biggert. So do you expect that you’ll complete your audit 
by July of this year? 

Ms. Cooper. Yes. 

Mrs. Biggert. Do you expect that they will be then having fin- 
ished the transition and be privatized, so to speak, or having the 
private contractors take over? 

Ms. Cooper. They will. Those contracts have already been 
signed. As of March 29th, all properties will be turned over to those 
new contractors. So they are now transitioning, as we speak. 

Mrs. Biggert. So you would expect that your audit will also in- 
clude the results from March 29th to July and how that’s oper- 
ating? Or will you end just as of March 29th? 

Ms. Cooper. What we’ll try to do, it’s going to be a little difficult 
for us to assess new contracts that have started up over that short 
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a period of time. So what we will do is study the monitoring proce- 
dures by HUD, and we will review very carefully those contract 
terms. 

We will try to make some recommendations to HUD where we 
see risks. If for example, the contracts don’t have any provision for 
monetary penalties or HUD does not have contingency plans, we 
will make recommendations such as those. If HUD’s monitoring 
has holes in it from our reading and our perspective, based on our 
historical knowledge, we’ll make recommendations about that. 

We will probably wait for about 6 months to a year to look at, 
and we’ll go back and look at those contracts. 

Mrs. Biggert. So will your specific recommendations include re- 
ducing the holding times, or the costs, as well as specifics for the 
contract, such as penalties? 

Ms. Cooper. I expect our recommendations will address that. 
One of the things we think would be important for HUD to do is 
to be able to measure the cost of the new contracts and compare 
it, compare that with alterative ways of handling the property dis- 
position. 

Mrs. Biggert. Thank you very much. Thank you, Mr. Chairman. 

Mr. Burton. The gentleman from Massachusetts. 

Mr. Tierney. Thank you, Mr. Chairman. 

Ms. Cooper, is it your practice, or do you generally testify prior 
to completion of an audit, or before you’ve issued your rec- 
ommendations? 

Ms. Cooper. Not mine. No, sir. 

Mr. Tierney. So you’re telling me it wasn’t your initiative to 
come here and testify prematurely today? 

Ms. Cooper. Part of the mission of the Inspector General is to 
keep Congress fully informed. When Congress asks for information, 
far be it from me to deny them that information. 

Normally, we like to finish an audit before we make the results 
of the audit public. It’s not so much to Members of Congress, but 
it is to the press. We don’t do that. 

The reason we don’t do that is because as an organization, we’re 
held to well recognized standards which means that when we come 
forward with an audit report, by gosh, everything in it, all the T’s 
have been crossed and the Fs have been dotted. So we like to go 
through that full process before we issue an audit report. 

We also like to give the auditee, in this case, HUD, an oppor- 
tunity to respond to the results of our work, in all fairness. So we 
get those comments, we allow those comments to be in our report, 
and then the report gets issued. 

So generally we do. 

Mr. Tierney. So you didn’t initiate this visit here today, I take 
it? 

Ms. Cooper. No, sir, I did not. 

Mr. Tierney. I think your visit is premature, for all the reasons 
you’ve stated. I can’t for the life of me imagine, other than for the 
press or some other motive what we’re doing here today. 

I’ll give Mr. Waxman the balance of my time. 

Mr. Waxman. Thank you for yielding. 

I appreciate that it’s the policy of your office to give Members of 
Congress information, so that we’ll have it available to us. I wrote 
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to Ms. Gaffney, who’s the Inspector General, and asked her to re- 
spond to a report that was prepared by Mr. Donald Bucklin, who 
used to be the staff for Senator Thompson on campaign finance in- 
vestigation. He was very critical of the Inspector General, he said 
things like that tensions exist between Ms. Gaffney and other HUD 
officials, and she has not provided credible evidence supporting 
many of her challenges to HIJD actions. 

In fact, he went on and said many of Ms. Gaffney’s statements 
“[reveal] petty, nitpicking arguments based upon misrepresenta- 
tions, distortion of events, remarks taken out of context and argu- 
ments that defy logic and reason.” 

Now, that’s pretty troubling, when someone makes that state- 
ment who was hired by HUD to do an independent evaluation of 
the IG. But I didn’t get a response from Ms. Gaffney. I’m not crit- 
ical of you. But if it’s your policy to give Members of Congress in- 
formation, which I thought would have been helpful for me to have 
prior to this hearing, I just want to put on the record, I never got 
a response from her prior to this hearing. I was informed a few 
minutes ago that she’s been out of the country, that she’ll try and 
get me an answer by March 26th. But that’s after this hearing. 

Ms. Cooper. May I respond? 

Mr. Waxman. Sure. 

Ms. Cooper. It’s not the office policy to give information to Con- 
gress, it’s the law. 

Mr. Waxman. Well, tell Ms. Gaffney she may be breaking the law 
if she doesn’t get this information to me, although I doubt she’ll be 
prosecuted. 

Ms. Cooper. That’s why we’re here. 

Mr. Waxman. She’s your boss, isn’t she? 

Ms. Cooper. Yes, she is. 

Mr. Waxman. I hope she’ll give me the answers to my questions, 
because those charges are pretty damning. 

Now, I want to examine this HUD issue in comparison to the pri- 
vate sector. You would think that based on the criticisms that HUD 
was performing leagues below private firms that dispose of fore- 
closed property. But I don’t know that that’s the case at all. 

Are you familiar with an industry benchmarking and best prac- 
tices report by Andersen Consulting in March 1997? 

Ms. Cooper. I’m not. No, we are not. 

Mr. Waxman. Well, one critical success factor considered by the 
Andersen firm was HUD’s ability to maximize return on sales. I 
don’t know if you’re aware that sales revenue for private industry 
averaged 96 to 105 percent or more of value. HUD’s single family 
property disposition performance was comparable at 98 percent. 

Another critical success factor recognized by Andersen Con- 
sulting was minimizing the cost of sale. Chairman Burton appar- 
ently believes that HUD is losing $1 million a day. But Andersen 
thinks HUD is doing as well as the private sector. 

Are you aware that the industry standard for cost of sale was 12 
to 18 percent of market value and that HUD’s costs averaged 17 
percent? 

Ms. Cooper. I was aware that HUD’s costs — no, that HUD’s loss 
per property based on its acquisition costs, had increased from 
$28,202 in fiscal year 1996 to $31,728 in fiscal year 1998. I was 
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aware of that. I’m not sure I was aware of the statistics that 
you 

Mr. Waxman. You weren’t aware of the Andersen Consulting re- 
port? 

Ms. Cooper. No. 

Mr. Waxman. What is your joh at the Inspector General’s office? 

Ms. Cooper. Pardon me? 

Mr. Waxman. What do you do at the IG office? 

Ms. Cooper. I’m the District Inspector General for the South- 
east/Caribbean District. I am the audit manager in charge of the 
eight southeastern States and Puerto Rico. Overseeing internal and 
external audits of the Department. 

Mr. Waxman. In that region? 

Ms. Cooper. Or nationwide, which is what this is. But yes, sir, 
in that region, too, the external audits in that region. 

Mr. Waxman. Thank you, Mr. Chairman. 

Mr. Burton. Mr. Ose. 

Mr. Ose. Thank you, Mr. Chairman. 

I share the chairman’s background in real estate, and I have 
some personal direct experience in acquiring HUD properties that 
have been foreclosed upon. I want to make sure that my memory 
is accurate in terms of what I recall from the transactions I’ve 
done. 

The point of your visit here is to brief us on your progress, if you 
will, an interim report. And you’ve referenced the KPMG report of 
March 12 , 1999, and suggested that your preliminary results mir- 
ror those conclusions. 

I think the point I’d like to make, and I want to hear feedback 
from you very briefly, is in terms of property, REO property that 
HUD ends up owning, in terms of the REO stuff that HUD has, 
typically HUD takes possession after a number of months. In Cali- 
fornia, for instance, I think it’s 3 months, 92 days or something, in 
terms of filing the notice of default and getting to a foreclosure and 
taking possession. 

Oftentimes in that period of time, the person in whom title is 
vested will vacate the property. You end up with a property that 
has disconnected utilities, no maintenance, no occupant, no insur- 
ance. In some areas you’ll get people who move into the property, 
then you have a squatters problem, et cetera. 

I appreciate how you have pointed out here the cost of that delay 
that is incumbent to HUD when that delay takes place. You have 
talked about an average disposition time of around 6 months, sug- 
gesting there are some that go 12 months. But that ignores that 
first 45 days before you ever even have possession, if I understand 
correctly. 

Ms. Cooper. That’s correct. 

Mr. Ose. In California, with the temperature variations we get, 
and the condensation we get, if we have an unoccupied property 
without heating or air conditioning, we’ll get significant deteriora- 
tion, as you showed in these pictures. For instance, in drywall, 
paint, what have you, flooring. We’ll have people come in and steal 
the equipment, microwaves, utility, garbage disposal and the like. 

Is it your point that we are failing in disposing of these prop- 
erties in a timely manner? 
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Ms. Cooper. HUD’s statistics support that we are failing in dis- 
posing of them in a timely manner, yes. 

Mr. OSE. Is it your purpose in coming here today to suggest that 
your interim audit confirms that? 

Ms. Cooper. That’s correct. 

Mr. OsE. As does the KPMG audit of last week? 

Ms. Cooper. Yes. 

Mr. OSE. I want to shift to this chart over here. Mr. Chairman, 
has that been entered into the official record? 

Mr. Burton. I think Mr. Waxman asked that it be entered into 
the record. I presume it was. 

We’ll put it in the record, without objection. 

[The chart follows:] 
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Mr. OSE. Thank you, sir. 

I have a question on the fees and premiums, the $2.4 billion, I 
sat on the board of an insurance company. It’s my recollection from 
our operations that we tried to cover operating costs off fees and 
premiums and generated our profit on the basis of our portfolio 

f rowth. If I look at those numbers over there, these premiums of 
2.4 billion are less than total expenditures or $2.87 billion, gener- 
ating about a $450 million deficit, which is close to the million dol- 
lars a day costs that we’re otherwise concerned about. 

I would appreciate having some further explanation as to what 
falls into that category that’s described as total expenditures over 
there. I don’t understand what’s within the $2.87 billion. As a prac- 
titioner, and someone who has purchased HUD property, a year 
after HUD has taken possession under the REO, can you tell me 
or quantify for me roughly on a time line the loss in value that 
HUD suffers as you go from 6 to 9 to 12 months? Is it 10 to 20 
to 30 percent? 

Ms. Cooper. I wouldn’t have information to give it to you like 
that. I certainly can’t tell you. What will go up, the lender’s claim 
will be the same. What will go up is the cost to maintain the prop- 
erty by the asset manager, the repairs that are needed based on 
vandalism, weather, those kinds of things. 

The longer it sits without utilities, the more it deteriorates. 

Mr. OSE. My point in bringing these things up is that the money 
we spend on that kind of activity, of correcting those deficiencies, 
we cannot spend to take care of new housing demand. 

Mr. Chairman, I yield my time to you. 

Mr. Burton. I think I’ll let the gentleman keep his time, if he 
likes. I’ll bring up my comments and questions at the next panel. 

Mr. Waxman. Would the gentleman yield so I can ask a factual 
question? 

Mr. OSE. I would yield to my distinguished colleague. 

Mr. Waxman. Thank you. I misunderstood, I thought you made 
a statement to her and she didn’t dispute it. You said the average 
time for disposition is 6 to 8 months. Is that your testimony? Be- 
cause I understood your testimony was that you were focusing on 
and criticizing that property which turned out to be a third, less 
than a third of the 41,000 that took more than 6 months. 

But is it on average 6 months? Or are you critical or singling out 
for us those that took longer than 6 months? 

Ms. Cooper. We’re actually trying to show the trends in the 
whole portfolio. We’re doing several things. We have taken statis- 
tics from HUD’s own data base to try to compare to what HUD’s 

property disposition mission is. We’re looking at whether or not 

Mr. Waxman. Just specifically the 6 month figure. Is it inac- 
curate to say you’re talking about an average, that it takes an av- 
erage of 6 months or longer to sell property? Or did you single out 
that part of their portfolio that took longer than 6 months for 
which you were critical of the amount of money HUD had to spend? 

Ms. Cooper. We didn’t single out. HUD’s goal is 6 months. We 
looked to see whether properties were being turned over to the 
market within 6 months. We saw that in fact HUD was not main- 
taining that 6 months. 

Mr. OsE. May I reclaim, please? 
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Mr. Waxman. Yes. 

Mr. OsE. I think the gentleman’s point is well made about the 
houses that we hold in portfolio past 6 months. That is the area 
I’m concerned with, because that is the area we suffer the greatest 
declination in value. So I would like to reinforce your point, wheth- 
er that 6 months is an average or not, my concern is focused on 
those houses that exceed that 6 months. 

Mr. Waxman. I share your concern. 

Mr. OsE. It’s a legitimate area for concern. 

Mr. Burton. I thank Ms. Cooper very much. Unless we have fur- 
ther members wanting to speak, we’ll have the next panel come up. 

Mr. Apgar. 

[Witness sworn.] 

Mr. Burton. Mr. Apgar is the Assistant Secretary for Housing 
and also the Federal Housing Commissioner at the Department of 
Housing and Urban Development. He’s in charge of the Federal 
Housing Authority. Mr. Apgar, you are recognized for 5 minutes. 

STATEMENT OF WILLIAM APGAR, ASSISTANT SECRETARY FOR 

HOUSING, FEDERAL HOUSING COMMISSIONER, U.S. DEPART- 
MENT OF HOUSING AND URBAN DEVELOPMENT 

Mr. Apgar. Good afternoon. On behalf of HUD Secretary Andrew 
Cuomo, I want to thank you for this opportunity to testify on behalf 
of the FHA. 

FHA is a real success story. By insuring low down payment loans 
for people with less than perfect credit, FHA has helped more than 
27 million American families to become homeowners. Last year, 
FHA assisted over a million families. 

Perhaps more importantly, FHA does this at no cost to the tax- 
payers as the charts illustrate. Last year, we contributed $1.5 bil- 
lion to the national deficit reduction effort. 

Building on this record of achievement. Secretary Cuomo has cre- 
ated new and effective ways for FHA to conduct business. Today’s 
hearing focuses on just one area of that reform, our FHA property 
disposition efforts. 

As a mortgage insurer, FHA does take ownership of some prop- 
erties. Last year, FHA took 70,000 properties, or approximately 1 
percent of the more than 7 million loans outstanding. We are con- 
stantly looking for new ways of doing business. Over the last 2 
years, we have developed, tested and now are implementing a new 
property disposition method, predicated on the belief that private 
sector real estate professionals can more efficiently manage and 
sell REO properties than HUD staff. 

Before I go farther, to describe this new approach. I’d like to 
make a brief comment on the testimony provided by the HUD Of- 
fice of Inspector General. 

As the NBC situation pointed out, it’s really important to get the 
facts straight in this review. And I will submit a detailed account- 
ing of the factual errors contained in the testimony you just heard 
from the IG. 

I’d like to briefly comment, though, on one prominent example of 
IG misstatement. This is the million dollar issue. The statement is 
provocative as you’ve heard here. In many ways it’s misleading. 
What the Inspector General fails to recognize is that a vast major- 
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ity of the costs discussed here today are not incremental costs asso- 
ciated with delay, but rather the basic costs of a sales operation. 

Contrary to the statement by the IG, there has been no slow- 
down in recent years in the time it takes to sell FHA property. 
Moreover, as we noted from the Andersen Consulting study, FHA’s 
average property holding and sales costs are squarely in line with 
industry standards. 

Finally, it’s noteworthy to reiterate that FHA does not cost tax- 
payers 1 penny, since the overall operation actually generates more 
than $ 11/2 billion of net revenues. 

Unfortunately, many HUD critics continue to focus on the past, 
rather than work with us to forge the new initiatives that are com- 
ing on line at HUD. By any objective standard, the new manage- 
ment and marketing approach is praiseworthy. First, we know this 
new contracting approach works. During more than 2 years of pilot 
testing at three sites, private contractors have proved able to sell 
properties faster and at a higher rate of return than HUD’s own 
efforts. 

Next, we are well on the way to deploying this successful model 
nationwide. Last fall, we received more than 170 proposals in re- 
sponse to a national RFP. This was one of the most competitive 
HUD procurements in history. 

And finally, the contract is incentive based, with the entire fee 
set as a percentage of the net return to FHA. And at the suggestion 
of HUD’s Inspector General, the contract minimizes pass-through 
expenses to HUD, creating a strong incentive for the contractor to 
sell HUD properties fast. 

Our confidence in this report was bolstered by the recent assess- 
ment of the Office of the Comptroller General at the General Ac- 
counting Office. They concluded that the new approach would likely 
yield substantial benefits of cost savings and quality improvements. 
Over the last 8 months, we have worked with the management con- 
sulting company of Booz, Allen and Hamilton to develop a com- 
prehensive set of management and financial systems controls. In 
combination with the new incentive based contract, this monitoring 
system will ensure the national program works as well as the pi- 
lots. 

Finally, I’d like to take a brief moment to comment on the testi- 
mony you’ll hear from Gale Cincotta. While I disagree with many 
of Ms. Cincotta’s solutions, I agree with her focus on foreclosure 
avoidance. That’s why I urge Gale Cincotta and others to take a 
careful look at the steps that FHA has taken over the past year 
to reduce foreclosures. 

These strategies include our initiatives to foster greater use of 
FHA home buyer retention tools, to enhance FHA lender moni- 
toring enforcement, and to create new appraisal monitoring sys- 
tems that will provide consumers with the information they need 
to help them make good home buying decisions, and will enable 
FHA to better identify and sanction those lenders and appraisers 
who would abuse the system. 

Before concluding my remarks. I’d like to thank Congressman 
Kucinich for alerting the Department to his concerns about the im- 
pact of the HUD Reform Act on grant application review process. 
The HUD Reform Act is designed “to preclude giving an unfair ad- 
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vantage to applicants who would receive information not available 
to other applicants.” 

However, as the Congressman has pointed out, applications 
sometimes are rejected for narrow technical errors, such as check- 
ing the wrong box on the form, which may seem to defy common 
sense. Mr. Kucinich has proposed an amendment to the Federal 
grants process, which would clarify the ability of applicants to cor- 
rect these kinds of ministerial omissions or errors. 

The Department will also take administrative action to provide 
clear guidance to applicants and HUD staff regarding notification 
of technical errors and applications for HUD grants. We believe 
these actions will address the concerns raised by Congressman 
Kucinich and others, and we are pledged to continue to work with 
the committee on this issue. 

So in conclusion, Mr. Chairman, I’d like to thank you for this op- 
portunity to testify. I believe an honest and objective assessment 
of these and other HUD reform initiatives will demonstrate that 
under the leadership of Secretary Andrew Cuomo, HUD is moving 
in the right direction. And I’d be happy to take any questions you 
may have. 

[The prepared statement of Mr. Apgar follows:] 
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TESTIMONY OF ASSISTANT SECRETARY FOR HOUSING/ 
FEDERAL HOIBING COMMISSIONER WILLIAM APGAR 
COMMITTEE ON GOVERNMENT REFORM 
U^. HOUSE OF REPRESENTATIVES 


Good morning Mr. Chairman and members of the Committee. My name is William 
Apgar, and I am the Assistant Secretary for Housing/Federal Housing Administration 
Commissioner at the United States Department of Housing and Urban Development 
(HUD). On behalf of HUD Secretary Andrew Cuomo, I want to thank you for the 
opportunity to testify on the Federal Housing Administration (FHA), and specifically 
FHA’s single family property disposition program, the focus of today’s hearing. 

FHA is one of the federal government’s real success stories. Since 1934, FHA has helped 
more than 27 million American families become homeowners. We do this by insuring 
home mortgages, providing valuable credit enhancement that encourages private lenders 
to make home loans they otherwise would deem too risky. With the ability to take more 
risk by insuring low-down payment loans for families with less than perfect credit 
records, the FHA of today insures an additional than 1 million loans each year, the vast 
majority going to first-time home buyers, racial and ethnic minorities, urban dwellers and 
other American families who would not otherwise have been able to buy a home. We 
currently have nearly 7 million loans with an unpaid principle balance of $420 billion in 
our portfolio - that’s approximately one out of every eight American home owners today 
who bought their home using FHA insurance. 

Perhaps most importantly, FHA provides this valuable service to the American 
homebuying public at no cost to the taxpayer. The insurance premiums we collect plus 
recoveries on properties sold from the real estate owned (RED) inventory exceed the cost 
of all insurance claims and operations. In fact, last year FHA contributed more than $1,5 
billion toward balancing the national budget. 

And the financial condition of the Fund is strong. A recent actuarial review performed by 
Price Waterhouse (PW) indicated: 

• FHA's Mutual Mortgage Insurance (MMI) Fund, which backs single family 
mortgages, exceeded statutory capital requirements in FY 1998 for the fourth 
year in a row. The capital ratio, a measure of the fund's cushion against unexpected 
insurance losses, was 2.71 percent, exceeding the Congressional target of 2.00 percent 
before the year 2000. This represents tremendous improvement in the capital ratio, 
which stood at negative 0.88 percent in 1990. 

• The projected economic value of the MMI Fund stood at $11.36 billion at the 
end of Fiscal Year 1998. This represents a more than $14 billion increase in the 
value of the Fund since 1990, when it was negative $2.7 billion. 
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Furtheimore, Price Wateihcfuse reports that the FHA fund is well positioned to become 
even stronger. PW estimates that the MMI Fund capital ratio will increase to 3.4 and the 
economic value of the fund will grow to more than $14,635 billion in FY2000. 

HUD IS REFORMING FHA TO PREPARE FOR THE 21^^ CENTURY 

Under the leadership of Secretary Andrew Cuomo, FHA is implementing an aggressive 
set of Management 2020 Reforms. HUD is creating new and more effective ways for 
FHA to conduct is business. Instead of woridng out of 81 small and inefficient field 
offices, HiA now business through fmir state-of-the-art Home Ownership Cfent^ 
(HOCs). WcHrking wth Freddie Mac and Fannie Mae, FHA lentils and borrowers now 
have access to state-of-the-art automated un<terwriting system, reducing from days to a 
matter of minutes, the time needed to approve an FHA borrower for a loan. And we have 
reformed and rationalized dozens of FHA loan origination requirements and procedures 
to make FHA more customer friendly and bring our operations men® in line with pri\^te 
market practices. 

FHA also is aggressively working with lenders to implement our new loan loss mitigation 
program, a Congressionally mandated program that offers borrowers in default five 
different options to avoid foreclosure. Finally, we are reforming our REO property 
disposition to take advantage of private sector expertise. On February 1 of diis year, we 
contracted with seven private re^ estate professionals to provide conqwehensive prc^i^ 
management and marketing services for our portfolio of approximately 40,000 REO 
properties. 

In short, FHA is streamlining operations, centralizing back-office functions and staff, 
investing in advanced technology and drawing on jmvale sector expertise wherever 
ix^sible. Secretary Cuomo is leading FHA into the 2 1 ** Century, and turning it into a 
state-of-the-^ mortgage insurance company. 


FHA SINGLE FAMILY PROPERTY DISPOSITION 

In the course of doing business as a mortgage insurer, FHA takes ownership of some 
properties due to borrower default. When a default occurs, FHA lenders first try to keep 
the borrower in their home by pursuing loan loss mitigation. If these efforts are not 
successful, the lender forecloses on the home and conveys the property to HIA in 
exchange for payment of an insurance claim. Last year FHA took in some 70,000 
{ffoj^ties, on our base of nearly 7 million loans, or approximately 1 percent of all loans. 


FHA foreclosed (or Real Estate Owned) properties lend to be located in distressed 
communities, and they tend to be in relatively poor physical condition. The challenge for 
FHA is to sell these properties in a manner tiiat protects the government’s financial 
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interest and has a positive impact on nei^bcaiKKKb where our properties are located. In 
the past we have attempted to do this by contracting with private firms to manage our 
properties, and using HUD staff to perform all marketing and sales activities. Using this 
approach, we sold more than 64,500 properties l^t year. 

Over the l^t few years, HIA h^ explorwi itew and innovative methods to improve its 
property disposition efforts. In 1997 we c(»miussioned a comprehensive study of our 
property disposition operation by the management consulting firm, Andersen Consulting. 
The study noted that even though FHA has a number of competitive disadvantages 
relative to private sector REO operations, including the location and condition of our 
properties smd cumbersome go\temn»nt regulations, FHA’s performance compares 
favorably to industry norms. For example, Andersen report^ that; 

• The industry norm for sales revenue is between 96 percent and 105 percent of 
appraised value, and FHA sells properties at an average of 95 percent of market value; 

• Hie industry norm for time in inventory according to Andersen is 120 to 180 days, 
compared to the current FHA average of 187 days; and, 

• The industry norm for cost of selling properties ranges between 12 percent and 18 
percent of market value, while FHA averages 15 percent. 

So, while there clearly is room for improvement, the Anderson study conflrms that 
FHA’s operations already meet or closely approximate private industry benchmarks. 

This study also refutes the HUD Inspector General’s assertion that HUD delays in 
disposition are costing taxpayers $ 1 million a day on costs associated with property 
disposition. In their semi-annual report to Confess in September 1998 the HUD 
Insf^tor General stated: 

“With HUD’s estimated holding cost ^ ^ut $29 per day and with more than 
41,000 properties in inventoiy, management delays in disposing of these 
properties are costii^ HUD over $1 millioi! per day.” 

This statement is false and misleading. What die Inspector General fails to recognize is 
that these costs are not incremental costs due to delay, but rather are simply costs 
associated with any REO operation - whether a public agency or a private company. Last 
year the FHA REO property disposition operation grossed nearly $4 billion in sales, and 
the holding and sales costs were simply the cost of doing business. Moreover, according 
to Andersen Consulting, FHA’s average property holding and sales costs (apj^ximately 
$9^X)0 on an average appraised value of approximately $60,CX)0), represent just 15 
percent of appraised value, well within die industry standard of between 12 percent and 
18 percent. FHA, like any organization with an REO property disposition operation 
encounters property holding and sales costs in the normal course of doing business. This 
is not noteworthy. The more relevant fact is dial FHA’s costs are squarely in line with 
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private industry standards. Finally, it is worth reiterating that these costs, like all FHA 
expenses, do not cost taxpayers one penny, since the overall HIA operation actually 
generates net revenues. In fact, FHA generated more than $1.5 billion in revenue for the 
United States Treasury last year. 


FHA is Reforming Property Disposition to Take Advantage of Private Sector 
Expertise 

Building off the Anderson study, FHA moved to further improve operations. Over the 
last two years we have conducted a pilot demonstration to test an entirely new property 
disposition method that relies on private sector real estate professionals to perform all 
property management, marketing and sales activities. Rather than using private 
contractors to manage the properties and HUD staff to market properties, this approach 
utilizes private contractors to perform all management and marketing activities (or M & 
M activities), freeing HUD staff to focus exclusively on monitoring contractor activities. 

This new approach is predicated on the believe that private sector real estate professionals 
can more efficiently manage and sell REO properties than HUD staff. The National 
Performance Review report on HUD completed in 1994, first suggested that FHA 
consider privatizing its REO operation. In that report, the NPR recommended that HUD: 

“Outsource its property disposition function in order to create higher returns. 
Private companies operating in a competitive market can normally provide a 
business service more efficiently than a government staff, which is protected from 
the rigors of competition. The management and disposition of problem assets is 
an essentially business, not govOTiment function . . . .This is a suitable task for a 
business organization with its own money at risk and a clear profit motive tied to 
maximizing the net return on assets. This is not a suitable task for salaried 
government staff working from government rules and handbooks” 

Mr. Chairman, we know this new contracting approach works. During more than two 
years of pilot testing in three locations - Baltimore, Maryland, New Orleans, Louisiana 
and Sacramento, California - private contractors proved able to sell REO properties more 
quickly and at a higher rate of return than HUD. Under the pilot the average time in 
inventory was reduced dramatically in all three locations, and the average property sales 
price and the net return to FHA increased dramatically in two sites and remained constant 
in the third (Sacramento, California), despite a downturn in the regional real estate 
market. Pilot results included the following: 

• The average time a property was in inventory was reduced from 211 days to 139 
days in Baltimore; from 236 days to 132 days in New Orleans; and, from 162 days to 
122 days in Sacramento; and, 
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• The average sales price per property increased by $17, 108 in BaltimcHie and by 
$6,011 in New Orleans; 

• The net return to FHA per property increased by $13,695 in Baltimore and by 
$5,105 in New Orleans. 

These results not only represent a dram^c improvement over FHA current operations, in 
most dimensions they meet or exceed the r^its obtained by other private sector RHD 
sales efforts. 


Inaplementing Mana^ment and JVfarketing Contracting Model Natiemwide 

Now, we are taidug this successful model nationwide. Last August we issued a Request 
for Proposals (RFP) for sixteen contracts covering the entire country, that was met with 
tremendous enthusiasm from the real estate community and government watchdog 
agencies, alike. In what HUD’s Chief Procurement Officer called one of the most highly 
competitive procurements HUD has ev^ conducted, we received more than 170 
proposals from a numl^r of highly-qualified private sector real estate professionals. 

The HUD Technical Evaluation Panel, Chaired by the Director of our Denver Home 
Ownership Center (HOC), and staffed with a mix of senior field and headquarters REO 
staff, selected ^ven highly qualified contractors in January of this year, and FHA entei^ 
into contracts with these firms on February 1 , 1999. Over the last several weeks we’ve 
been working with the contractors on a daily basis to ensure they will be ready to begin 
providing services on Monday, March 29, when they are scheduled to take oyer 
approximately 25,000 properties that are not currently under a sales contract. 

Mr. ChairmM, we also are confident that these well-qualified contractors will have strong 
of incentive to perform. The M&M contract is incentive-based with die entire contractor 
fee set as a percentage of the net return on sale to FHA, creating the incentive to sell the 
properties at a fair market price. And at the suggestion of the HUD Inspector General, the 
contract minimizes pass through expenses to HUD by requiring the contractors to bear the 
bulk of the costs associated with maintaining the properties, creating a strong incentive to 
sell prop^es quickly. 

To further improve the property disposition process, we also have added contact 
provisions diat require contractors: 

e To use the Multiple Listing Servke (MLS) to market properties, a requirement that 
should greatly enhance our marketing reach, create more demand for our propei^es 
ai^ gen«ate a higher return on sale; 

• To use eiectrcniic bidding to replace our previous sealed bid method that caused 
substantial delay in our process and was prone to human error; 
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• To inspect every pix^rty within 24 hours of conveyance into our inventory; 

• To eon^lete property ^raisab wifliio ten days of conveyance, to ensure 
properties are bought to market qmc^y. 


M&M Performance Goais 

Mr. Chairman, I believe this contracUi^ model wilt greatly enhance our operations. By 
contracting with the best private s^tori^ estare prof«isionals and modifyir^ our 
procedures to take advantage of the latest advancements in real estate industry practices, I 
telieve we can dmmaticaily improve our REO property disposition perfmnmnce. 
Specifically, in the first year of operating under die M&M model nationwide, we aim to: 

• Reduce the average time we hold properties in inventory from our current average 
of 187 days, to between 150 and 160 days; and 

♦ Improve our net return on sale, the percent of property market value we net after 
paying all costs ;^sociated with managing and selling the propwty, from our cuirent 
level of 79.40 jwrcent to 81.40 percent of property maricet value, an improvement that 
would generate additional revenues of more than $80 million annually for FHA. 

HoweTCr. tiiese im|Movements will not just create dollar savings and boost tiie financial 
return to HUD, they will also mitigate any adveise impact our properties may have on 
neighborhoods. 

The Comptroller Genml of tiie United States agrees that our transition to the M&M 
contacting model nationwide is likely to g^eiate positive results. In assessing the 
contract model during the procurement pneoss the Office of the Comptroller Geneml at 
the Gen«’al Accounting Office (GAO) said: 

“We conclude that the record supports finding that substantial benefits of cost 
savings and quality improvementt will likely result from the consolidation of fite 
previously contracted-out requirements with HUD’s new requirements into 
contracts covering relatively large areas, and diat these benefits go beyond 
reducing administrative and personnel costs alone. The expected improved 
program efficiency and quality, as well as the substantial potential cost savings, 
support the finding that the consolidation of the requirements under the M&M 
approach was necessary and justified." 
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ffHA Has Devei<M>^ a Comprehensive Contract Managemept and Control System 

With the trausition to the M&M mcxtel, FHA. staff will focus exclusively on monitoring 
contractor activities. Over last eight monriis an interdisciplinary team of staff from FHA 
Headquarters and field REO divisions, the Office of the FHA Comptroller, the Office of 
Procurement arid Contracts, and the Office of Cfeneral Counsd have been working with 
the management consultant Booze*AllOT & Hamilton to develop a new comprehensive 
system of management, financial and systems controls for the M&M contract 
environment. Our new monitoring and control system calls for FHA to: 

• Inspect Uie physical condition of 10 percent of aU properties in the inventory on 
a monthly basis, using a combination of third-party contract monitors and FHA staff; 

• Audit 10 ^rcent of all M&M contractor files on a monthly basfe, employing a 
combination of third-party due diligence contractors and FHA staff. These audits will 
capture information rolated to the property inspectiem, appraisal, maintenance, listing, 
marketing, bids, sales contract and closing activities; 

• Complete on-site process observations at the M&M contractor’s offices on a 
monthly basis, to ensure contractor staff are properly following specific contract 
requirements; 

• Conduct on-going analysis of results of all property inspection, file audit, and 
pei^onnance measure reports, including data on time in inventory and net return on 
sale; 

• Hold monthly perfonnmice reviews with the contractors, to assess critical 
performance measures, idoitify deficiencies and discuss corrective actions; 

• Prepare comprehensive contractor performance assessment reports for each 
contract area on a monthly basis. 

FHA Headquarters staff also will support the system by conducting quarterly reviews of 
each HOC’s REO operation. The objectives of these reviews are to confirm adherence to 
prescribed moiutoring procedures, provide additional training to HOC RBD staff as 
needed and share lessons learned from “best practices” of other HOC REO operations. 


FHA is Creating New Partnerships with Local Governments and Nonprofit 
Organizatioiis 

In reforming our property disposition program, HUD also intends to maintain its long- 
standing commitment to working with local governments and nonprofit organizations 
wishing to purchase HUD-owned single family housing as part of a broader local strategy 
to provide and promote affordable housing in cities across tee country. Last fall HUD 
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worked with Congress to create a new approach to transfer FHA foreclosed homes 
located in revitalization areas to local government and nonprofit organizations. 

This new approach, which was included in the FY99 HUD Appropriations Act, will 
include deep discounts on properties in revitalization areas to defer some of the cost of 
rehabilitation, and it will offer local government and nonprofit organizations 
unprecedented control over the neighborhoods they work in. Rather than simply offering 
properties for sale on a property-by-property basis, HUD plans to enter into broad 
agreements with local governments which will agree to purchase all FHA foreclosed 
properties within a specifically defined revitalization area, to be selected by both the local 
government and HUD. This will further focus federal and local resources on those 
neighborhoods most in need of public investment. 

The FY1999 HUD Appropriations Act also gave HUD critical new statutory authority to 
pay insurance claims in exchange for a note, a modification to our statutes that will pave 
the way for FHA to pursue a note sales approach to disposition on a broader scale. This 
alternative approach to property disposition could lead to even further savings once fully 
implemented. While implementing the M&M model nationwide, HUD/FHA are actively 
working with a number of external financial consultants to asses alternative program 
designs using these new authorities. 


FHA IS ENHANCING ITS FORECLOSURE AVOIDANCE CAPACITY 

Finally, FHA recognizes the importance of helping FHA insured borrowers avoid 
foreclosure. Foreclosure avoidance not only helps keep families in their homes, it also 
benefits the FHA Fund in avoiding the costly process of selling REO properties. Over the 
last several months, FHA has taken a number of steps to reduce foreclosures. These 
strategies include: 

(1) Facilitating greater use of FHA’s loan loss mitigation program designed to provide 
troubled borrowers effective options to foreclosure, and thereby reduce the number of 
FHA defaults and claims; 

(2) Enhancing FHA lender monitoring and enforcement activities; 

(3) Developing automated systems to monitor insured loan performance and Specific 
enhancements in these areas include: 


Facilitating Greater Use of FHA*s Loan Loss Mitigation Proeram 


FHA’s new National Loss Mitigation Center located in Oklahoma City with thirty-seven 
staff dethcated to facilitating greater use of die loan loss mitigation program, opened the 
Summer of 1997 and became fully operational in February, 1998. Staff in this new 
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functional center focus solely on providing foreclosure avoidance counseling to FHA 
homeowners in default, performing on-site training and monitoring of high volume 
servicing lenders, and conducting large group training seminars for smaller loan servicers 
across the country. 

The Center’s work already is showing results. FHA is seeing a dramatic increase in the 
number of homeowners in default who are gaining access to one or more foreclosure 
avoidance options offered by FHA. In FY 1998, FHA helped nearly 1 1,000 homeowners 
take advantage of foreclosure avoidance options, with the number of assisted families 
increasing each month. During the first quarter of FY 1999 this new program has 
continued to gain momentum, as FHA lenders put more than 4,800 borrowers into one of 
the loan loss mitigation options. If this rate of use continues throughout the year, as FHA 
expects it will, then the program should serve approximately 20,000 borrowers this year, 
a remarkable increase over activity levels in previous years. 

FHA also is beginning to see a marked increase in use of loan loss mitigation program 
options that keep borrower in their homes. Of the more than 4,800 program cases during 
the first quarter of FY 1999, more than 3,600 cases, or approximately 75 percent of all 
cases, were options that keep the borrower in their home (options such as mortgage 
modifications, special forbearance or partial claims). 

Moreover, HUD officials worked closely with Congress last fall to craft legislation 
creating new authority for FHA to impose financial penalties in an amount up to treble 
the amount of the outstanding insurance claim on lenders who do not follow FHA’s loan 
loss mitigation requirements. This powerful new enforcement tool, which was included 
in the FY 1999 HUDA^A Appropriations Act, will greatly enhance FHA’s ability to 
enforce existing program requirements and also should encourage even greater use of the 
loan loss mitigation program. 


Enhancing FHA Lender Monitoring and Enforcement Activities 

FHA has taken several steps to enhance its lender monitoring and quality assurance 
activities to ensure lenders are conducting quality underwriting of insured-loans, and 
servicers are thoroughly evaluating every candidate for the loan loss mitigation program. 
Since FY 1997, the Department has increased the number of lender monitors from 
approximately 23 tol54 monitors, and nearly doubled the number of annual on-site 
monitoring reviews from 256 to 440. ForFY99, FHA has established a goal of 
performing 900 on-site reviews. This increase in activity, naturally, increases lender 
awareness of FHA program requirements, and is designed to improve lender performance 
and mitigate losses due to defaults and claims. 
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Developing Automated Systems to Monitor Insured Loan Performance 

FHA has developed a new automated system for monitoring loan performance data by 
lender and geographic area. The Neighbortiood Watch system, which was designed to 
track FHA insured loan performance by several different characteristics including the 
originating lender, the FHA loan program, specific loan characteristics, and geographic 
areas, was implemented nationwide in May, 1998. This new automated system gives 
FHA staff a powerful automated tool for monitoring defaults and making relative 
comparisons of lender performance. 

Furthermore, FHA also is preparing to launch a new performance-based lender 
enforcement program. The Quality Assurance Division in HUD Headquarters is on 
schedule to restart the Credit Watch/Termination initiative in FY 1999. This initiative is 
designed to improve lender origination performance by regularly reviewing mortgagees’ 
early payment default and claim rates by branch office within regional markets, and 
alerting mortgagees of deficient performance. 

Finally, as part of the new Home Buyer Protection Plan announced by Secretary Cuomo 
in 1998, FHA is now piloting a new automated appraisal monitoring system. This new 
system will provide consumers the information needed to help them make a good home 
buying decision, and enhance FHA’s capacity to identify and sanction those lenders or 
appraisers who would abuse the public trust by submitting inflated, incomplete, or 
misleading appraisal information to the potential home buyer or the FHA. 


HTJD HOMELESS PROGRAMS 


Finally, on another topic, I would like to thank Congressman Kucinich for alerting the 
Department to his concerns about the impact of the HUD Reform Act on the grant 
application review process. The HUD Reform Act is designed to “preclude giving an 
unfair advantage to applicants who would receive information not available to other 
applicants.” However, as the Congressman pointed out, applications are sometimes 
rejected for narrow technical errors - such as checking the wrong box on a form - which 
seem to defy common sense. 

Mr. Kucinich has proposed an amendment to the federal grants process which would 
clarify the ability of applicants to correct these kind of ministerial omissions or errors. 
The Department will ^so take administrative action to provide clearer guidance to 
applicants and HUD staff regarding notification of technical errors in applications for 
HUD grants. We believe that these actions will address the concerns raised by 
Congressman Kucinich and other members of the Committee, and we are pledged to 
continuing to work with the Committee on this issue. 
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CONCLUSION 


Mr. Chairman, I would like to thank you for this opportunity to testify today. I would like 
to conclude by reiterating that I believe HUD and FHA reform is headed in the right 
direction. I am excited by the prospect of launching the M&M model nationwide, and I 
look forward to reporting back to this comimoee and other members of Congress on the 
program results. Thank you, and I look forward to answering your questions. 
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Mr. Burton. When a person buys a house on FHA, they buy the 
FHA mortgage insurance? 

Mr. Apgar. That’s correct. 

Mr. Burton. And the premiums that they pay go into the mort- 
gage insurance fund? 

Mr. Apgar. That’s correct. 

Mr. Burton. If they default on their mortgage, the money comes 
out of that fund to pay for any loss that the mortgage fund incurs, 
it comes out of that fund? 

Mr. Apgar. That’s correct. 

Mr. Burton. And when the property is then sold, the money 
that’s received from the sale of that property then goes back into 
the fund? 

Mr. Apgar. That’s correct. 

Mr. Burton. According to the previous panel, based upon the ac- 
quisition costs, they increased from $28,000 in fiscal year 1996 to 
$31,728 in fiscal year 1998. They say as a result, the loss to the 
mortgage insurance fund increased from about $1.5 billion in fiscal 
year 1996 to slightly over $2 billion in fiscal year 1998. 

That money is not a direct loss to the taxpayer, but it is a direct 
loss to the fund. Now, when the fund loses money, that means that 
the people who are paying into the fund, the people who are buying 
that mortgage insurance, do not benefit from a profit in the fund, 
they lose b^ecause there’s a loss in the fund. 

So the premiums that could go down to the millions of people 
who have FHA loans do not go down because of the loss in the 
fund, is that not correct? 

Mr. Apgar. First of all, the data you just cited are some of the 
factual errors that are contained in this report. We have no idea 
where they got the 7 percent increase in cost per sale. Our own es- 
timates suggest that it hasn’t increased, just as our own estimates 
suggest that there’s no increase in the length of holding time. 

But you are correct to the extent to which we incur costs in sell- 
ing homes, that results in a loss in money to the fund. 

Mr. Burton. If a property, let’s say a person moves out, and they 
have a mortgage of $50,000 on a property, and the property is 
worth $70,000, you’ve got a $20,000 profit there that’s going to go 
back into the fund. But if the house sits there and deteriorates, as 
we’ve seen these other houses deteriorate, for 6 or 7 months, and 
then it’s only sold for $55,000, instead of the $70,000 it would have 
gotten, that’s a loss of $15,000 that could have gone into that fund, 
because it had to be held for that extra period of time, isn’t that 
correct? 

Mr. Apgar. Typically, sir, if a property is worth more than the 
value of the outstanding mortgage insurance 

Mr. Burton. No, you’re missing the point. My point is 

Mr. Apgar. That property will never come to us, sir. If the mar- 
ket value of the property is more than the outstanding mortgage 
balance, the lender would repossess the home and sell it through 
their own mechanisms. 

Mr. Burton. Let’s just say it’s $45,000 and the property is worth 
$50,000. The lender is going to lose money. And it sits there. 
There’s a $5,000 loss. If it sits there for 6 months and it deterio- 
rates, it goes down to $25,000. 
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So now you have, instead of a $5,000 loss, a $20,000 loss, and 
that is absorbed by the fund, right? 

Mr. Apgar. While the properties aren’t being sold, the fund in- 
curs costs, correct. 

Mr. Burton. So the fund loses money. Now, who pays into that 
fund? 

Mr. Apgar. Who pays into the fund? 

Mr. Burton. Yes. 

Mr. Apgar. The receipts come from the mortgage insurance pre- 
miums. 

Mr. Burton. Which is paid by? 

Mr. Apgar. By the home buyers in the FHA system. 

Mr. Burton. That’s right. So if the people who are in the fund, 
who are buying a home, I want to buy an FHA home, and I have 
to pay a certain percentage into the mortgage fund for mortgage in- 
surance in case I default on a loan. 

If the fund continues to go down by $1 billion or $1V2 billion or 
$1 million a day or whatever we’re talking about, then what that 
means is the costs are going to be passed on to the consumer in 
the form of an increase in the premiums, or at the very least, not 
a decrease in the premiums that they could realize if the fund was 
making money. 

Mr. Apgar. Well, if that were the case, that would be true. But 
of course, the fund is strong, it’s the most financially secure posi- 
tion we’ve been in over a decade. As a result of that, in the last 
several years, we’ve cut premiums in several significant ways. 
We’ve had a special first time buyer program cut, which for coun- 
seled buyers, we give them a discount off their property insurance 
as well as an inner city discount. 

So in fact, we have been able to cut insurance premiums, because 
the scenario you described just isn’t true. 

Mr. Burton. If the IG is correct, and you’re saying that it isn’t 
correct, but if the IG is correct and it’s losing $1 million a day, or 
$365 million a year, then that money is coming out of the fund, if 
they’re correct. You’re disputing that. But if they’re correct, that 
money is coming out of the fund. 

And if there has been a reduction in premiums, as you’ve said, 
to the consumer when they get a loan, it could be greater if that 
figure is correct, the $365 million a year. I know that’s a hypo- 
thetical figure to you and you don’t agree with it. The fact is if 
money’s coming in, I was an insurance man, too, as well as a real 
estate man. 

There is what’s called the law of profit and loss in the law of 
large numbers. If you’re losing money, what the insurance carrier 
does is they either increase the premium or they eliminate the risk 
by reducing that class of business so they don’t have to insure it 
any more. But in any event, they’re going to operate at a profit. 

Now, you don’t have to operate at a profit, but you have to at 
least maintain some funds in that insurance fund. So the bottom 
line is, if you’re losing money each year, because of excess prop- 
erties being on the market, because maintenance of those prop- 
erties is high, then that money comes out of the fund, and that 
money cannot be passed back onto the persons buying the insur- 
ance in the form of lower rates. 
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That is correct, isn’t it? 

Mr. Apgar. Right. If all the scenarios you say are true, then your 
final conclusion is true. 

Mr. Burton. So the big difference we have, then, is whether or 
not you’re correct or whether or not the IG is correct. If you’re cor- 
rect, there’s no problem. If the IG is correct, we’re losing $1 million 
a day out of the fund. 

Granted, according to Mr. Waxman, this is not taxpayers’ money. 
But it is the money of millions of people who have loans through 
the FHA mortgage loan program. So it might not be taxpayers’ 
money, but it’s the money of millions of people who have homes 
through the FHA plan that could realize a lower premium, there- 
fore more money in their pockets, if there wasn’t a problem. That’s 
the premise that we’re talking about. 

Mr. Waxman. 

Mr. Waxman. Before I begin my questions, I want to yield to Mr. 
Kucinich. 

Mr. Kucinich. Thank you very much, Mr. Waxman, Mr. Chair- 
man. 

I want to thank the Chair for holding this hearing, because one 
of the outcomes that we’ve seen, as demonstrated by the testimony 
of Mr. Apgar, is that HUD did recognize problems and dem- 
onstrated a willingness to take action and reevaluate their policies. 
I want to tell the Chair how much I appreciate your support, and 
I appreciate Mr. Waxman’s support. 

All I’m saying is that the response that Mr. Apgar gave is in re- 
sponse to a recognition by HUD that there are problems. And they 
demonstrated a willingness to take action. That came about, I 
might add, because of the support of the Chair and also Mr. Wax- 
man. So these hearings can be productive in some way. Thank you. 

I yield back to Mr. Waxman. 

Mr. Waxman. I thank you for pointing that out, because it does 
show that there is a responsiveness at HUD to a genuine criticism 
that all of us have. I thank you for being responsive. 

Let me go to the points that are before us today, that the chair- 
man seemed to try to argue that when money is paid out of this 
fund that it raises premiums for others. So it’s not taxpayers’ 
money, but other people are going to pay more for their premiums. 

Are your premiums based exclusively on the loss, meaning 
money that was spent to maintain the property? 

Mr. Apcar. No, they’re based on the overall financial health of 
the fund. Which as I said is the strongest it’s been in over a dec- 
ade. 

In the 1980’s, of course, the fund was very much mismanaged. 
We had a serious situation where the fund was net underwater. 
Since that time, we’ve rebuilt the capital base of the fund through 
prudent management to its highest level in over a decade. 

We just had the new audit by our Price Waterhouse. This audit 
again makes this point. 

Mr. Waxman. So it’s not like if you have insurance and you pay 
off a loss — that’s what insurance is all about — it doesn’t mean your 
insurance companies have to immediately turn around and ask ev- 
erybody to pay more for that loss. 
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Mr. Apgar. We expect to take certain loss. That’s part of our 
whole risk management strategy. 

Mr. Waxman. That’s why you have the insurance. 

Mr. Apgar. That’s right. We lend to people who, quite frankly, 
could not get a loan other ways. They are riskier borrowers. We an- 
ticipate a certain amount of losses as part of the calculation that 
goes into making those mortgages. 

And as was mentioned earlier, 93 out of every 100 of our bor- 
rowers go on to be homeowners, successful homeowners for life. 
When there are issues, and the property is foreclosed upon, that’s 
what we’re talking about today, the small number of cases, not the 
large number of successful cases. 

Mr. Waxman. I want to question you about how HUD is per- 
forming with these foreclosed properties compared to the private 
sector, because I think that’s really the issue that’s before us. But 
I want to just take a moment to point out to everybody what FHA 
means to people. FHA insured 585,000 people, or one-fourth of all 
first-time home buyers’ in 1997. FHA is the primary insurer in 
urban areas and insures more mortgages of African-Americans and 
Latinos than any other insurer. 

In fact, the 1996 Federal Reserve report concluded FHA bears 
approximately 66 percent of the aggregate credit risk for minority 
and low income borrowers and their neighborhoods, while private 
mortgage insurers bear only 6 to 8 percent. Of FHA insured home 
purchase loans, 15.4 percent were to Latinos, compared to 6.8 per- 
cent for home loans insured by private insurers in 1996. 

Of FHA insured loans, 13.2 percent went to African-Americans, 
compared to 5.3 percent of home loans in the private insurance 
market. Of FHA insured home purchase loans, 31 percent were to 
low income borrowers, compared to 14 percent for home loans in- 
sured by private insurers in 1996. In fact, almost 85 percent of 
FHA’s loans to low income borrowers in 1995 would not have quali- 
fied within private insurance market guidelines to loan to value ra- 
tios. Which means these poor people wouldn’t have been able to 
buy homes. 

Even serving all these needs, FHA performs generally on par 
with private mortgage insurers, isn’t that right? 

Mr. Apgar. Yes. We did the Andersen benchmarking study be- 
cause we wanted to know how we compared, where our areas of 
weakness might be as we began this new process of changing our 
property disposition activity. 

Mr. Waxman. Let me just ask you, regarding the Andersen 
benchmark study, are there a lot of different studies out about how 
well you and the private sector would be doing in this area of deal- 
ing with foreclosures and homes? 

Mr. Apgar. We wanted one that focused on our details. So this 
is the one we have. There are other studies that compare FHA ac- 
tivities. For example, in terms of our sales price information, 
there’s a national study that says that our sales price relative to 
an estimate of market value is on a par with other private entities. 

Mr. Waxman. Can you imagine anybody in your field not having 
heard of the Andersen study? 
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Mr. Apgar. It was pretty widely discussed, it was a very impor- 
tant study for us, and it was a key to our restructuring our FHA 
operations. 

Mr. Waxman. I was shocked that the representative of the In- 
spector General seemed to never have heard of this, even though 
she was here commenting on this very area. 

Mr. Apgar. In our testimony before another committee last year, 
of course, we provided information on the Andersen study. This is 
no secret on our part. We’ve heen using this information to try to 
refute these claims that FHA is a poor performer. 

Mr. Waxman. My time is up, and I’m hopeful I’ll get more time, 
because Mr. Kucinich said he’d come back and yield me more time. 
I want to go into precisely how the private sector matches up to 
HUD in this very area for which HUD is being criticized. 

Thank you, Mr. Chairman. 

Mr. Burton. Mr. Kanjorski is next. 

Mr. Kanjorski. Thank you, Mr. Chairman. 

Mr. Chairman, I come a little bit armed, because I not only have 
the opportunity to sit on this committee, but I have spent the last 
14 years of my career on the Banking Committee. We’re well aware 
of the history of HUD and the housing problems that have existed 
in the United States. 

I think the records show that in the second term of the Reagan 
administration and in the first and only term of the Bush adminis- 
tration, there was always great consternation in the Banking Com- 
mittee about FHA. We thought there was some hidden vault down 
there in the Department building where all these records and all 
these properties were located, and no one really had a handle on 
it. 

Over the last 6 years, the Department has undertaken a massive 
approach to handling inventory, studying these problems and get- 
ting a handle on these problems. Consistent with any criticism of 
HUD or any other Federal agency, for that matter, there is always 
room for criticism and always room for tightening. It’s evident that 
there are things here that we would like to have operate in a more 
effective manner. 

To the Commissioner, I’d like to say that every report I’m getting 
back is that you have taken on a Herculean task and have signifi- 
cantly changed the processes and procedures. I’m wondering 
whether you could tell the committee for the record some of the 
things you’ve done on Internet with the advertisement of properties 
to make them readily available to average people, and also to the 
brokers, and private sales community. 

Mr. Apgar. Yes. Mrs. Morelia asked the question about whether 
you can find out about HUD -held properties. Of course, all our 
properties are listed on the Internet. In fact, many of our home 
buyers come to us via that new technology. Certainly a lot of our 
broker partners use the Internet to learn about HUD properties for 
sale. 

As part of the new management and marketing contract, we’re 
going to move more aggressively into the multiple listing services 
around the country. This should both widen our market and hope- 
fully further shorten our sales time. But we’ve been aggressive 
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users of new technology, both in terms of the operations of the pro- 
gram and also our outreach to consumers. 

Mr. Kanjorski. Have you found that as a result of the use of the 
Internet and these new methodologies, the process of turnover of 
properties has increased and has decreased in cost of holding and 
handling? 

Mr. Apgar. Right. Unlike the IG, we see no degradation in our 
time of holding properties. It has remained constant at about 180 
days. The reality here is, most of our properties sell quite quickly. 
It’s difficult to sell properties that are a problem. And the example 
discussed earlier where a private homeowner couldn’t sell their 
home in 18 months, we see that all the time. 

In Syracuse, for example, the estimate is it takes anywhere from 
16 months to 20 months to sell a privately owned home. So in those 
instances, some of our homes quite frankly don’t sell as quickly. We 
aggressively cut the price, we work with community based non- 
profits to sell the homes. So we do have efforts. But that’s where 
our issues are. 

Mr. Kanjorski. If I could characterize your testimony, as I un- 
derstand it, the premise of the hearing today was, HUD is wasting 
$1 million a day. But in reality, so that the taxpayers understand, 
the program that you administer and as administered by this ad- 
ministration under HUD is not only not costing $1 million a day, 
but something significantly less than that, and overall, FHA is re- 
turning to the Treasury $1.5 billion. 

So, this is one department or one branch of HUD and the Federal 
Government that’s making a profit for the U.S. Government, is 
that correct? 

Mr. Apgar. Yes, we are a profit center with respect to deficit re- 
duction efforts and overall health of the general funds. 

Mr. Burton. Would the gentleman yield? 

Mr. Kanjorski. Yes. 

Mr. Burton. You’re returning $1.5 billion to the general fund? 

Mr. Apgar. Actually, we have net returns of $1.5 billion. The 
funds actually stay in the FHA accounts. 

Mr. Burton. They stay in the mortgage 

Mr. Apgar. The mortgage insurance company, that’s correct. 

Mr. Burton. But it’s not going back into the general Treasury. 

Mr. Apgar. But for purposes of calculating the deficit and ex- 
penditure estimates, they are listed that way, yes, sir. 

Mr. Burton. Because of the unified budget? 

Mr. Apgar. That’s correct, because of the unified budget. 

Mr. Burton. But it’s not going back into the general fund, in ac- 
tuality. 

Mr. Kanjorski. Reclaiming my time, so that the chairman un- 
derstands, if he’s not involved in accounting, it’s a reserve fund 
that is showing a surplus of $1.5 billion. Any time we were to final- 
ize the accounts and dissolve the U.S. Government, in fact, the 
Treasury would receive the surplus funds which amount to $1.5 bil- 
lion a year. 

Mr. Apgar. Right. 

Mr. Kanjorski. So to attempt to mislead and say it’s not going 
back to the Government would be a mistake. It’s accounted for in 
the overall deficit as a plus. It is in fact a plus and the funds exist 
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there presently to be re-used and to support the fund. Neverthe- 
less, it operates at a profit to the U.S. Government, is that correct? 

Mr. Apgar. That’s my understanding, sir. 

Mr. Kanjorski. Thank you, Mr. Chairman. 

Mr. Burton. Thank you. The gentleman’s time has expired. The 
gentlelady from Washington. 

Ms. Norton. Mr. Chairman, I regret I was not able to be here 
for most of this hearing. I do want to say that the subject matter 
of this witness is of enormous interest to me. The District had a 
$5,000 home buyer credit that has had an enormously positive ef- 
fect on home buying in the city. 

While our concern was particularly with middle income tax- 
payers who have bought in great numbers, what has been wonder- 
ful to see is the coming alive of home owning in the poorer sections 
of the District of Columbia, in wards 7 and 8. None of that could 
have occurred without HDD’s help with these particular home buy- 
ers. 

I’d like to yield the balance of my time to the ranking member, 
who has been here. 

Mr. Waxman. Thank you very much for yielding. 

We, through technology, have seen pictures today of really dilapi- 
dated houses in what appear to be very bad shape. I could imagine, 
when we hear from people who live near these houses, they must 
be horrified at what it’s doing to their neighborhoods. 

I want to know what HDD’s responsibility is. First of all, was 
HDD responsible for the deterioration of the house immediately, or 
do they sometimes pick up these houses when the borrower has 
walked away from it? 

Mr. Apgar. As was suggested earlier, the foreclosure process in 
many States can be lengthy, ranging from a couple of months up 
to 18 months or more. In many instances, by the time we get con- 
trol of the properties, they are in very serious disrepair. 

That’s why we requested and got authority from Congress just 
this last October to extend our reach in those difficult situations. 
So where there is a property languishing on the market during a 
foreclosure process, we can take control of that property through 
taking the note prior to foreclosure. 

This was the approach that we had proposed using in our April 
testimony. We awaited confirmation of Congress through the 1999 
Appropriation Act that we had the legal authority to do that. So 
that will give us an additional capacity to attack that portion of the 
problem that we don’t have control over now, which is what hap- 
pens to the property after the homebuyer moves out and before 
HDD gets legal possession of the property through a foreclosure ac- 
tion. 

Mr. Waxman. So you have a buyer. The buyer is an irresponsible 
person who doesn’t pay his or her debts and abuses the property, 
maybe just in the most horrible way. There are properties like that, 
aren’t there? 

Mr. Apgar. Yes, occasionally there are borrowers like that. Even 
if the borrower is a responsible party, an unoccupied home in many 
of the neighborhoods that are in serious decline will depreciate 
quite rapidly. 
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Mr. Waxman. So you get a property that’s deteriorated in value, 
it’s peeling, it falls apart, it smells, if a Congressman walked in 
with his brother, he would notice it, that it smelled. It could hap- 
pen. It could also happen to private foreclosures, couldn’t it? 

Mr. Apgar. Oh, for sure. 

Mr. Waxman. Now the question is, what do you do? Now you’ve 
foreclosed, you’re trying to figure out how to get these properties 
foreclosed faster. Now you foreclose on them and the question is, 
what do you do to get rid of these properties? Resell them. Tell us 
about your activities there. 

Mr. Apgar. We have a number of initiatives. In the District, for 
example, the Officer Next Door program is quite popular, where we 
give HUD homes at a discount to police officers to encourage them 
to live within the District. In fact, the 2,000th beneficiary of this 
program was a District police officer. 

We also work with community based non-profits. Under the new 
legislation that was passed in 1999, we have a program which will 
target hard to sell areas, working in cooperation with neighborhood 
groups and cities, again to put a focus on our efforts to secure, 
maintain and dispose of those properties in the difficult to sell 
areas. 

Mr. Waxman. Is it true that HUD takes a longer time, holds onto 
those properties longer than the private sector before they turn 
around and sell them? 

Mr. Apgar. According to the Andersen benchmarking study, the 
industry ranges between 120 and 180 days. HUD is now at 182 
days, right within that bound. Under our new management and 
marketing contracts, we think the incentives that we’ve given the 
new contractors will bring our average down to 150 days or less. 

Mr. Waxman. Is it a fair statement that you have an average of 
6 months before you dispose of these properties? 

Mr. Apgar. That’s our overall average right now. 

Mr. Waxman. So it is 6 months on average? 

Mr. Apgar. The range is between 4 months and 6 months. We’re 
at the high end of the range now. 

Mr. Waxman. You’re at the high end of the range? Part of the 
reason for that is that you have a policy to promote owner occu- 
pants and other public policy interests? 

Mr. Apgar. That’s correct. Early on, we have a period in which 
from 30 days to 45 days in which community based non-profits 
have right of first refusal to purchase our properties, as do govern- 
ments. 

Mr. Waxman. Is that by statute or by policy? 

Mr. Apgar. That’s been our policy. Our new approach is going to 
continue to have that policy in effect, but streamline it so we’re 
able to move quickly to make sure that if folks want to buy it 
through those special options, they can. But then we move it more 
quickly to the general market if they choose not to. 

Mr. Waxman. Could it be that the Inspector General for HUD 
doesn’t know about this policy? 

Mr. Apgar. I don’t know. It’s in all our documents, it’s in all our 
contracts. A key element of the new approach is to work out the 
handling of those setaside periods, to make sure it operates effec- 
tively. 
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Mr. Burton. The gentleman’s time has expired. Mr. Ose. 

Mr. Ose. Thank you, Mr. Chairman. 

Mr. Apgar, on your testimony there is a comment in here about 
the industry norm for sales revenue between 96 and 105 percent 
of appraised value. And FHA sells properties at an average of 95 
percent of market value. Is appraised value the same as market 
value in this lexicon? 

Mr. Apgar. No, the appraised value should be a best faith esti- 
mate of market value. 

Mr. Ose. How do you reconcile the 96 and 105 percent of ap- 
praised value with 95 percent of market value? It’s apples and or- 
anges. 

Mr. Apgar. It’s the same thing. The estimate that is the 105 per- 
cent figure, many private sector companies do cosmetic repairs to 
boost the sales price a bit. So they’re able to sell higher than the 
initial appraised value. 

We sell our properties generally as-is. So that’s why we’re on the 
low end of that spectrum. 

Mr. Ose. Mr. Chairman, I need to jump shift here for a minute. 
I’m under the impression that the Chief Financial Officer for HUD 
resigned 2 weeks ago, is that correct? 

Mr. Apgar. Mr. Keevey did leave HUD, maybe a week ago, 2 
weeks probably. 

Mr. Ose. What is the status of having a replacement named? 

Mr. Apgar. They have an active search underway for a new 
Chief Financial Officer. I don’t know the details of that, but I know 
they’re looking. 

Mr. Ose. Any idea on the timeframe for completion of the search? 

Mr. Apgar. My expectation is, given the importance of the job 
that’s going to be moved forward quickly. 

Mr. Ose. I have a related concern. Deputy Assistant Secretary 
Smith fills a slot 

Mr. Apgar. He’s actually the Acting Assistant Secretary for Ad- 
ministration. Joseph Smith, that’s correct. 

Mr. Ose. He has served in that capacity for more than a year 
without an appointment, consistent with current Federal statute? 

Mr. Apgar. Joseph Smith is a career HUD employee. He’s been 
with the Department for close to 25 years. He’s in the process of 
being nominated, a very unusual move, to nominate a long-time ca- 
reer staff person to such a critical political position. But Joe Smith 
has more than earned the respect of the leadership at HUD, and 
he’s in the process of being nominated. 

Mr. Ose. I’m not questioning his degree of respect. I’m ques- 
tioning whether or not he has served a year in a spot that is other- 
wise subject to the Federal Vacancies Act, that says you cannot 
serve in a temporary capacity for more than a year. 

Mr. Apgar. You’re going to have ask others about these matters 
in more detail. I know Mr. Smith’s general role in the Department, 
I work with him every day. But in terms of the details of his ap- 
pointment status, you’ll have to get other information. I’d be happy 
to provide that for the record or get someone who could provide 
that for the record for you. 
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Mr. OSE. Mr. Chairman, I’d appreciate an opportunity to enter 
that question into the record for further response. I yield my time 
to the chairman. 

Mr. Burton. Thank you. Without objection, it will he so ordered. 
[The information referred to follows:] 
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U. S. Qepartnent of Housing and Urban Devei^mmt 
Wa^ngton. D.C. 20410-6000 


OFFICE OF THE ASS1STA^^■ SECRETARY FOR 
CXWSfiESSKMMW. fiSiO iN^f^aOVERNMEMTAL RSATIONS 


SEP 9 1999 

Ms. Carla Martin 

Chief Clerk 

Committee on Governmental Reform 
U.S. House of Repi^entetives 
Washington, DC 20315-6143 

Dear Ms. Martin: 

Thank you for your letter of August 20, 1 999, requesting inform^ion on HUD 
employee Joseph Smitii. 

Mr. Smith is the Deputy Assistant Secretary for Operations, Office of Housing, 
and l:»en since August 3, 1 997. He is currently on detail to tiie Office of 
Administration as General Deputy Assistant Secretary. 

I hope this information is helpfol. Please let us know if the Department can be of 
further assistance. 


Sincerely, 


HaiC. DeCel! Ill 
Assistant Secretary 
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Mr. Burton. First of all, 40 percent of the foreclosures or repos- 
sessions, where they leave the house, exceeds 6 months, 40 percent 
is what the IG said. Is that correct? 

Mr. Apgar. Forty percent? I’m sorry? 

Mr. Burton. The vacancies, 40 percent exceed 6 months, is that 
correct? 

Mr. Apgar. No, I believe it’s closer to 19, 20 percent. 

Mr. Burton. Well, we need to once again check the IG. 

Mr. Apgar. Yes, and even their calculation was 7,000 over. 

Mr. Burton. We’ll check that. We did some calculating, and if 
the $1.5 billion per year is accurate — and the IG says $1.5 billion 
to $2 billion is accurate — if that money was returned in reduced 
premiums to the 7 million homeowners who pay mortgage insur- 
ance, it would amount to a $215 a year reduction in their insurance 
premiums. If you cut that in half, it would still be over $100. 

So if those moneys were returned because the $1.5 billion to $2 
billion wasn’t wasted as the IG says, you would have a reduction 
in insurance premiums for those people of about $215 a year. 
Whether it’s a tax reduction or a reduction in the insurance pre- 
miums, it’s still quite a bit of money. 

Now, the Inspector General told us that contractors are not being 
overseen or watched correctly, is that correct? 

Mr. Apgar. No, I don’t believe that’s a correct statement. They 
identified some instances where they found that to be true, but 
that’s not the general practice. 

Mr. Burton. They said that one contractor was not visited by a 
HUD employee in over 3 years. Are you familiar with that case? 

Mr. Apgar. No. As we suggested, we only got their testimony 
yesterday. In a typical IG audit, we’d have a chance to read the 
testimony and review it. 

Mr. Burton. Would you correct that for me and let me know? 

Mr. Apgar. I certainly will. 

Mr. Burton. And we’ve been told that another contractor was 
auditing his own work and approving his own payments. Are you 
familiar with that? 

Mr. Apgar. That would be very unusual, and I’m not familiar 
with that particular case, other than having read it yesterday in 
the IG’s testimony. 

Mr. Burton. But you will check that for me as well? 

Mr. Apgar. I sure will. 

Mr. Burton. And do you dispute that supervision of contractors 
was poor and the condition of HUD properties was deteriorating 
because the contractors were not being supervised properly? 

Mr. Apgar. I do not believe it’s a fair statement that contractors 
weren’t being supervised correctly. Again, there’s no evidence that 
we’re suffering any delay in sales of our homes. Our data suggests 
the opposite. 

Mr. Burton. If you would, after you review the report, give us 
a comment in writing. I’d really appreciate it. 

Mr. Apgar. And we wish to submit for the record a list of what 
we’ve identified already as being factual errors, clearly 
misstatements of fact that just spring right out at you when you 
read that testimony. 

[The information referred to follows:] 
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SETTING THE RECORD STRAIGHT 

False and Misleading Statements Made By HUD’s Inspector General 
HUD ’s Response to S^ the Record Strai^t 


IG False Statement: In providing materials to the House Government Reform and 
Oversight Committee in preparation for this hearing and again in its semi-annual report to 
Congress, the Inspector General asserts that HUD delays in disposition are generating $1 
million a day in costs associated with property disposition. The IG semi-annual report 
stated: 


“With HUD’s estimated holding cost at about $29 per day and with more than 
41,000 propaties in inventory, management delays in disposing of these 
properties are costing HUD over $1 miUion per day.” 


HUD *s Response: This statement is false and misleading. What the Inspector General 
fails to recognize is that these costs are not incremental costs due to delay, but rather are 
simply costs associated with any REO operation - whether a public agency or a private 
company. Last year the FHA REO property dispc^ition operation grossed nearly $4 
billion in sales, and the holding and sales costs w^ simply the cost of doing business. 

Moreover, according to Andersen Consulting, FHA’s average property holding and sales 
costs (approximately $9,000 on an average appraised value of approximately $60,000), 
represent just 15 percent of appraised value, well within the industry standard of between 
12 percent and 18 percent. FHA, like any organization with an REO property disposition 
operation encounters property holding and sales costs in the normal course of doing 
business. This is not noteworthy. The more relevant fact is that FHA’s costs are squarely 
in line with private industry standards. Finally, it is important to note that these costs, 
like all FHA expenses, do not cost taxpayers one penny, since the FHA Fund actually 
generates net revenues. In fact, FHA generated more than $1.5 billion in revenue for the 
United States Treasury last year. 


IG False Statement: On page two of the HUD IG’s testimony for today’s hearing, the 
IG asserts drat, “There are currently about 300 RK) field staff working under the 
following structure.” 

HUD’s Response: This statement is false. Today, FHA has 417 REO field staff. 
Despite the fact that FHA has provided this information to the IG on several occasions 
over the last several weeks, the HUD IG fails to recognize that FHA managers have 
maintained REO field staffing levels until the new M&M contracting approach is fully 
implemented. Although approximately three hundred field staff have new assignments 
within HUD in anticipation of contracting with private sector professionals to perform 
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HiA’s REO prof^ity disfKJsition» the va^ ll^jc»ity of REO staff have not yet been 
released to their new positions, and will ntrt be until after the M&M contractors 
providing services. 


IG False Statement: On page four of tiwir t^timony today the HUD IG states: “During 
the same period from Ctetober 1^6 throu^ifebruary 1999, the turnover rate (for REO 
properties) has increased 32 percent from aver 5 mcmths to over 7 montiis.” 

HUD’s Response: This statement is not factually accurate. According to HUD 
performance data, the average property turnover rate actually has decreased from October, 
1996 to February, 1999. HUD data indicate that the average time turnover rate in 
Octd?er, 1996 was 195 days, and die average turnover rate in Febraary, 1999 was 187 
days, an improvement of 4 percent, rather than a 32 percent slippage in performance as 
asserted by the IG. 

Furthermore, results of a comprehensive benchmark study performed by Andersen 
Consulting in early 1997 supports HUD's dam. In January, 1997, just four months after 
October, 1996, An<tersen found tiiat HUD’s average turnover was 213 days, iiwiicating 
that HUD performance has improved even more dramatically since tiiat time. 


IG False and Misleading Statement: On page 7 of their testimony, the IG states that 
HUD did not meet its mission of ensuring a maximum return to the mortgage insurance 
fund. . . based on jKiquisition costs (income from sales less all related expenses), increased 
from $28,202 in fiscal year 1996 to $31,728 in fiscal year 1998. As a result, the loss to 
the mortgage insurance fund increased from $1.5 billion in fiscal year 1996 to slightly 
over $2 billion in fiscal year 1998. 

HUD Response: This statement is misleading. Independent of the fact that FHA is n<^ 
aware of where the IG obtained its data to support the average loss per property assertion 
(which is not consistent with HUD data), it is not possible that a 13 percent increase in 
the average loss per property (the stated increase $28,202 to $31,728) could lead to 
a 33 percent increase in the loss to the insurance fund (the stated increase from $1 .5 
billion to $2 billion). HUD’s data suggests that the REO costs per property have 
remained constant over this period, and the bulk of additional costs to the FHA insurance 
fund are due to an increase the number of claims, not the additional cost per property 
acquired via claim. 

IG False Statement; On page 7 of today’s testimony the IG falsely asserts that FHA's 
Santa Ana Hoim Ownership Center had a total REO staff of 18 in October, 1998 with 
plans to he fully staffed at only 22. 

HUD’s Response: This statement is blatantly false. In October, 1998 and to this day, the 
Santa Ana Home Ownership Center has 63 RJEO staff working on its inventory of 
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property. Following the transition to the M&M environment, when private sector 
professionals will begin to perform all property management and marketing services, the 
Santa Ana Home Ownership Center will have 22 REO staff working full time monitoring 
contractor activities, and another 23 out-stationed staff who will work between 25 percent 
and 50 percent time to assist in contract monitoring activities. 
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Mr. Burton. One other thing. I believe Mr. Kanjorski, I believe 
he was still here, said that you were returning $1.5 billion or there- 
abouts to the Treasury. The fact of the matter is, that money does 
not go back to the Treasury. Under the unified budget, as far as 
paper is concerned, just like the Social Security Trust Fund, High- 
way Trust Fund and so forth, that’s included as an asset. But the 
fact is, you don’t put any money out of the insurance fund back into 
the Treasury, do you? 

Mr. Apgar. I asked our budget people to explain this to me. They 
said the practical effect was that this was contributing to the over- 
all balanced budget, and it was effectively the same as putting 
money in the Treasury. Technically, the money stays in the FHA 
fund, as was noted by Mr. Kanjorski. 

Mr. Burton. The reason I bring that up is because if in fact the 
IG is correct, that there’s a $1.5 billion to $2 billion shortfall in the 
fund because of these issues, and I know you disagree with that, 
but if that’s the case, rather than saying that that money is in ef- 
fect going back to the Treasury, when it isn’t, because it really 
isn’t, it’s staying in the fund, wouldn’t it be better to reduce the in- 
surance rates to these 7 million policy holders who are mortgage 
holders, who have mortgages with the FHA, and save them $215 
a year? 

Mr. Apgar. Now that the fund is as strong as it’s ever been, I 
think it’s fair to look at the rate structure and decide whether or 
not we can prudently have a reduction. 

Mr. Burton. Mr. Cuomo I’ve talked to a number of times. He 
seems to want to be cooperative. I’ve been very impressed with 
him. All I would say is I wish you would suggest that to him when 
you talk to him about these other issues. 

Mr. Apgar. Fair enough. 

Mr. Burton. Thank you. Mr. Kucinich. 

Mr. Kucinich. Thank you, Mr. Chairman. 

I yield my 5 minutes to Mr. Waxman. 

Mr. Waxman. Thank you very much, Mr. Kucinich, for yielding 
to me. 

The Arthur Andersen Consulting firm is not a fly by night oper- 
ation, it’s a very highly regarded organization, isn’t that accurate? 

Mr. Apgar. Yes, they do very good work for us and many other 
Government agencies. 

Mr. Waxman. In fact, the new head of the General Accounting 
Office was a partner at Arthur Andersen. That was, I think, one 
of the reasons that many people thought he would do a good job. 
He had the credentials for assuming the GAO position. 

Mr. Apgar. That’s true. They have good knowledge of Govern- 
ment practice, it makes an ideal person to move into Government 
service. 

Mr. Waxman. I’m concerned, and Mr. Ose expressed a concern, 
if properties stay too long before they’re sold, that that’s costing us 
money. It’s costing HUD money, whatever this fund is. 

Mr. Apgar. Yes. 

Mr. Waxman. Yet the Arthur Andersen Consulting firm said that 
the industry average standard, in terms of return on the appraised 
value, is 96 percent to 105 percent of the appraisal when they do 
sell property, whatever period of time it takes. 
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Mr. Apgar. Yes. 

Mr. Waxman. And the performance, according to this study, is 
that HUD has achieved a 98 percent return on the appraised val- 
ues. Sounds to me like that would indicate you’re doing a reason- 
able job making sure we get the money back from these properties 
no matter how long it might take you to foreclose it and then turn 
around and sell it. 

Mr. Apgar. I think that’s fair. The Government Performance Act, 
of course, focuses on results. That’s why we look to these 
benchmarking studies. We think that measured in terms of results, 
our work stands up in terms of best practices, a comparison with 
industry benchmark standards. 

Mr. Waxman. That’s the information we’re getting from Ander- 
sen Consulting. I want to get more information about this issue to 
be sure it’s true. I know that everybody would have a concern, es- 
pecially people in the neighborhood, if there’s a house that’s not 
being cared for, and not being foreclosed on, not being turned 
around and sold, so that it can be maintained. So we don’t want 
properties sitting out there for any length of time. 

Mr. Apgar. Fair statement. Nor do we. 

Mr. Waxman. In order to deal with these properties, however, 
you contract with people to maintain them, in the interim before 
you sell them, isn’t that right? 

Mr. Apgar. That’s correct. 

Mr. Waxman. Now, what I want to know is, are you taking all 
the appropriate actions to be sure that the contractors are doing 
their job? Do we have non-performing contractors? I understand 
you have contractors who are hired so to speak on an incentive 
based contract. Do you have any penalties against them if they’re 
not doing their job? 

Mr. Apgar. Well, of course the biggest penalty is that under the 
management and marketing contract, people only get paid for re- 
sults. They get paid a fee relative to the sale price of the home. So 
there’s a powerful incentive for them to perform, maintain the 
properties, and sell them for the best price. 

Mr. Waxman. I want to be sure that we’re getting these people 
who have this responsibility under contract with HUD, to be sure 
they’re doing their job. 

Mr. Apgar. So do we. 

Mr. Waxman. We ought to explore that even further. But I don’t 
think the case has been made credibly, charges have been leveled, 
but I don’t think the case has been made in any credible way, that 
you have failed miserably to get the money back for these prop- 
erties when people default, or that you have large numbers of prop- 
erties that are substandard and eyesore and often constitute haz- 
ards. 

The statement by the representative from the Inspector General 
was that they found 12,000 properties, I think she said that took 
too long to sell. Was that the testimony? 

Mr. Apgar. I believe that’s correct, that was the number they 
used. 

Mr. Waxman. Is that an accurate statement? 

Mr. Apgar. We were checking that number, because it led her to 
make an inaccurate conclusion, which the time on the market of 
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our properties has grown over the last 2 years. Our statistics sug- 
gest that’s not true. So we’re trying to figure out ourselves how she 
could make that statement, given her own data to suggest that the 
conclusion she came to was correct. 

Mr. Waxman. If it were true, what do 12,000 properties rep- 
resent of your total portfolio? 

Mr. Apgar. We have 40,000 properties in inventory. So it’s about 
30 percent. We sold about 65,000 properties last year, that was the 
number of properties we sold. 

Mr. Waxman. I appreciate the testimony you’ve given. I have 
somewhat defended HUD, because I think you’ve been unfairly 
criticized. But I do want to point out to you that I want to be sure 
you’re doing the job that the American people expect of you. 

I thought it was ironic that you were criticized for not taking the 
money that you make and not giving it back to the taxpayers. But 
you would think from the title of the hearing today, “HUD Losing 
$1 Million Per Day,” it sounds like the Government is losing $1 
million a day. They’re funds that shouldn’t be lost, whether they’re 
Government funds or the premium payers. 

Mr. Chairman, let me ask unanimous consent for all Members’ 
statements to be entered into the record. We didn’t get to that ear- 
lier. 

Mr. OSE [presiding]. Without objection. 

Mr. Waxman. And I thank you for your forbearance. 

Mr. OsE. Our distinguished colleague from Illinois. 

Ms. SCHAKOWSKY. Thank you, Mr. Chairman. 

As a new Member of Congress, I come here with having been in- 
volved with community organizations in my district for many, 
many years. In particular, I want to ask you a process question. 
I want to be sure that you will make a commitment to me now, be- 
cause Chicago has been particularly hard hit by FHA foreclosures, 
because we have many abandoned HUD buildings in Chicago, that 
you will meet with me when I ask, but also with me and represent- 
atives of organizations who have lots of experience and lots of data, 
to try and reconcile some of those differences on a regular basis, 
if I ask for those meetings. 

Mr. Apgar. We’d be happy to do that. 

Ms. SCHAKOWSKY. We’re about to hear some testimony from 
these community organizations, who true to form are always sort 
of at the tail end of hearings. I know that there is the issue of in- 
spections of FHA properties. I recently purchased a home, and the 
notion of purchasing a home without having an inspection first is 
absolutely unthinkable. Just unthinkable to me, and to my lender 
as well. 

So I’d like you to comment on that. Let me get my other question 
in, too, and you can answer. The other issue is going to be on a 
particular piece of legislation, H.R. 595, which, if we really are 
seeking to decrease the number of foreclosures, it seems to me that 
we ought to be looking at ways to provide emergency assistance to 
people who, for no fault of their own, are finding it hard to meet 
payments. 

It seems like it may also be economically a wise thing to do, in 
the long run, to keep people who have an investment in those 
homes in those homes over a hump. So if you could comment on 
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both those things, on the inspections and on the legislation, I would 
appreciate it. 

Mr. Apgar. Fair enough. You’re exactly right, a home inspection 
is a very important element in the home buying process. The over- 
whelming large share of buyers get a home inspection. 

FHA prominently encourages, through its housing counseling 
system, people getting inspections. The issue where we differ with 
various proposed legislation is whether we should make that step 
mandatory. We’re worried about whether or not a mandatory in- 
spection at this time, given the fact that the home inspection in- 
dustry is largely unregulated by the Federal and State govern- 
ments, would in fact provide less benefit than meets the eye. 

What we are doing though, is that we’re expanding our efforts 
to try to encourage folks to get a home inspection and to take note 
of the fact that that’s a very important part of the home buying 
process. 

Relative to the legislation that you referenced, we agree, fore- 
closure avoidance is the most effective way of addressing this set 
of issues. We wouldn’t be here today if we weren’t moving ahead 
in our foreclosure efforts. My concern is that the particular form of 
legislation will make the same mistake that got us into part of this 
problem in the beginning. We had this activity in the past called 
the assignment program. That program has led to a mass of fore- 
closures and building up of debt that led to many of the problems 
with the FHA earlier in the decade. 

We have foreclosure tools that were legislated and guided 
through legislation enacted in 1996. Those foreclosure avoidance 
tools are hitting their stride. We’re doing more foreclosure avoid- 
ance work now than we ever did under the previous regime, and 
we think we’re making significant progress in that arena. I think 
it’s something like 1,500 foreclosures a month are being avoided, 
and over 1,200 of those are homeowners who are getting exactly 
the kind of benefit you’re suggesting, of being able to have forgive- 
ness on their loans or some extra benefit to keep them in their 
home and avoid the costly foreclosure process. 

Mr. OsE. Would the gentlelady yield for a moment? 

With respect to Ms. Schakowsky’s question about home inspec- 
tion, are there not States in the United States that actually already 
require that? For instance, in California. Do we have any evidence 
as to the differential default rate that might follow on accordingly? 
I’d be happy to take it in writing. 

Mr. Apgar. We could look at the State law as to whether they 
require inspections. Again, most States are silent on that matter. 
As a matter of fact, most States do almost no regulation of the 
home inspection industry. Our concern is whether you should man- 
date this, not whether it’s a highly desirable activity. 

Again, the Banking Committee took this matter up last time. 
This proposal appeared in the Lazio Home Ownership bill, and it 
was removed, because again, the conclusion, at least of that com- 
mittee at that time, was this was not an effective way to address 
the problem. 

Mr. OsE. The Chair would provide the distinguished gentlelady 
from Illinois a couple more minutes, having taken your time. I 
yield back. 



141 


Ms. SCHAKOWSKY. I just have one comment, thank you, Mr. 
Chairman. It seems to me that the data does not bear out that 
there have been effective foreclosure avoidance measures. If we 
look at the foreclosure rate increase in 1997, for example, 15 per- 
cent, and in 1998, an additional 7 percent increase in FHA fore- 
closures. So it seems to me we certainly have some distance to go. 

Mr. Apgar. Fair enough. 

Mr. OSE. The Chair recognizes the distinguished Member from 
Florida, Mr. Mica. 

Mr. Mica. Thank you, Mr. Chairman. 

I have a couple of questions. First of all, we’re in a very good 
economy, I believe, last I checked. Dispute as to who gets credit for 
it. I think that as part of those that help come and balance the 
budget, make people work instead of being on the public dole. 

But in any event, I think most of us agree we’re in a pretty good 
economy, right, sir? 

Mr. Apgar. Overall, the economy is doing very well, yes. 

Mr. Mica. In 1996, there were just under 61,000 foreclosures of 
your properties. In 1997, that grew by 10,000 to 71,000. In 1998, 
it was up another 5,000. It’s gone up 15,000 in 2 years. 

To what do you attribute the dramatic rise in foreclosures in 2 
years of basic prosperity? 

Mr. Apgar. As was suggested earlier, the foreclosures that are 
occurring today are often among properties that, despite the good 
economy, their current value isn’t what the prices were when they 
were originally purchased. The largest increase in our foreclosures 
is coming out of California, which even though the California econ- 
omy is beginning to improve, it hasn’t improved enough to move 
houses out of this foreclosure problem. 

In addition, most of those foreclosures are coming out a par- 
ticular HUD program, the adjustable rate mortgage program. 
There we have made significant changes to improve the overall 
quality of our underwriting of the adjustable rate mortgage pro- 
gram. 

Mr. Mica. Even with adjustable rate mortgages, the payments 
actually would have been going down in this economy, because the 
interest rates have been dropping. They’ve dropped to historic lows 
in that pattern, so people’s payments, I know it takes a while for 
it to kick in. 

Mr. Apgar. Yes. The point I was making there is, there was a 
significant increase in foreclosures in California, mostly linked to 
this ARMS program. We’ve made adjustments to improve the over- 
all underwriting in that program. Again, the California economy 
was slow to recover. 

I’d just like to say one thing about the overall economy, because 
of course, in other budget discussions we’ve talked about this. This 
is really a two-tiered economy, in which many are doing very well, 
but the inner cities and our core areas are not all benefiting. We 
have the highest worst case needs housing situation in the Nation’s 
history. We have significant under-utilized resources in terms of 
high unemployment in our inner cities. 

So while the economy is working for most, in the neighborhoods 
that we serve, the economic recovery is not nearly as strong as 
your question suggests. 



142 


Mr. Mica. If you’re having a fairly dramatic increase in the num- 
ber of people who are being foreclosed upon, and you said you had 
pinpointed it to some of these California properties, is there any- 
thing, have you done anything, any kind of review or profile of the 
individuals who are defaulting? 

Mr. Apgar. We have statistics on the characteristics of our de- 
faults, the characteristics of default rates by program type, by char- 
acteristics of the borrower and the like, yes. 

Mr. Mica. Is anything done to implement changes in lending 
practices? Have you instituted things to try to mitigate the number 
of folks who get into that situation? 

Mr. Apgar. Actually, in respect to the ARMS program, we did 
significantly change the underwriting of that program in February 
of last year. We’re already seeing a substantial reduction in our 
ARMS business. We think that’s good, we think some lenders may 
have been abusing that program. That’s why we took that action. 

Mr. Mica. Is that your loss mitigation program? 

Mr. Apgar. No, in terms of the loss mitigation program 

Mr. Mica. Could you explain what loss mitigation is? 

Mr. Apgar. Essentially, loss mitigation is a term that says that 
trying to avoid the losses to a mortgage lender, it’s a little cold and 
impersonal term. What we’re really talking about is how we keep 
homeowners in their homes. That’s the key. In many instances, it 
costs more money to everybody, certainly the homeowner and often 
the FDA, to foreclose. 

We had a series of legislation guided policies that we put in the 
books in 1996. In 1997, we did 5,000 cases of loss mitigation under 
that guidance. We did 10,000 last year. We’re projecting we’re 
doing 20,000 this year. Again, the vast majority of those cases are 
places where we’re able to intercede with the property owner and 
the mortgage lender, restructure the mortgage, extend the term, 
write down the note rate, do any one of those things to make it so 
that that homeowner can stay put. 

Even though that costs the fund money, it saves us money by 
avoiding these costly foreclosure efforts. 

Mr. Mica. You said in California that there was a change in 
property values or you attributed some of the problems to the 
changes in property values. Is that also something that you’ve al- 
lowed for under any of these problems for adjustment, so that, 
again, the goal I think is to keep people in their property, avoid 
the cost of foreclosure, which is tremendous. 

Mr. Apgar. For sure. 

Mr. Mica. Plus the dislocation of the individuals. 

Mr. Apgar. There are many mortgages that are underwater in 
this sense, meaning that the value of the home is less than the out- 
standing mortgage balance. In those situations precisely is when 
you want to keep the homeowner there, because they can continue 
to use that home and benefit from it. As the economy and the 
prices improve in that area, they work their way out of this deficit 
situation. 

Mr. Mica. I can’t understand exactly how you get into a situation 
when the property is worth a little bit less, the payments are less 
and the people are being foreclosed upon. 
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Mr. Apgar. Because they can’t meet the payments. And they 
can’t sell the home. 

Mr. Mica. Then the problem is they can’t sell the home, and re- 
cover any of the equity, or, well, there’s no equity. But actually a 
net loss. 

Mr. Apgar. That’s what I’m saying. It’s underwater. The out- 
standing mortgage balance is higher than what they can sell the 
home for. 

Mr. Mica. And do you have any way to again, specifically, to deal 
with that problem? 

Mr. Apgar. Yes, we can write the mortgage balance down. That’s 
called a partial payment of claim, in which we pay off the lender 
for a share of the mortgage balance. 

Mr. Mica. Do you take a hit? 

Mr. Apgar. We take a hit on the fund to do that. We can restruc- 
ture the mortgage by extending the term, changing the interest 
rate, or if there is mortgage debt owed, I mean, payments owed, 
we can forbear, i.e., we can forgive those payments and let the 
owner pick up fresh with where they are. 

Mr. Mica. Do you have any recourse if the property is sold later 
at an additional profit? 

Mr. Apgar. No. It’s a transaction that benefits the home buyer, 
so we don’t have any recovery mechanisms against the lender. 

Mr. Mica. Thank you. 

Mr. Apgar. We do? I’m sorry. We do place a second lien for that 
amount to secure our interests there. But it’s not with the original 
lender, not related to the original lender, but an obligation of the 
homeowner to pay. 

Mr. OSE. The Chair will entertain a second round of questions 
if the Members wish. 

Mr. Kucinich. Again, Mr. Chairman, as I indicated earlier to Mr. 
Burton, HUD is demonstrating willingness to try to work to solve 
problems when they’re given a definitive challenge. And I’m hope- 
ful that the other areas that have been identified here, you’ll also 
be given the opportunity to rise to the occasion, as you did on the 
homeless program. 

Mr. Apgar. Thank you. Our new management and marketing 
contract approach goes on line next week. We perceive that it will 
in fact improve on the record substantially. 

Again, we have evidence from the pilots that we ran that we can 
substantially reduce our time of holding the inventory and raise 
our yield. So we’re very optimistic that this new approach will yield 
great benefits. 

Mr. OsE. The gentlelady is recognized. 

Ms. SCHAKOWSKY. Thank you. I have just one more quick ques- 
tion, Mr. Chairman. 

That is, I have been told that Secretary Cuomo has said to hous- 
ing advocates that there are no inspectors, housing inspectors, in 
the United States. What could he possibly have meant by that? 

Mr. Apgar. I’m not sure, since he’s so knowledgeable about the 
housing industry, that must be a misstatement. Because we meet 
with various groups, including various associations that represent 
home inspectors, all the time. So we understand that there are 
home inspectors working in our properties and elsewhere. 
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Ms. ScHAKOWSKY. So your assumption is that was a 
misstatement? 

Mr. Apgar. Yes. It certainly is not factually correct. It would be 
hard to imagine that he would make that error. 

Mr. Mica [presiding]. Mr. Apgar, just a quick question. Maybe 
you can refresh me, and you may have already given this informa- 
tion to the committee. 

You have 76,000 foreclosures. What percentage of foreclosures is 
that out of your total? 

Mr. Apgar. We have close to 7 million loans outstanding. So 
that’s approximately 1 percent of all the loans that are outstanding 
in the FHA insured portfolio. 

Mr. Mica. How does that compare to conventional lenders? 

Mr. Apgar. In terms of our outstanding foreclosures? 

Mr. Mica. Yes. 

Mr. Apgar. We anticipate that our foreclosures are going to be 
a higher share. That’s how the program was designed. We take 
risks on borrowers that the private sector wouldn’t touch. If they 
are the kind of safe, less risky borrower, then they would in fact 
go to the private sector, they wouldn’t foreclose as often and they’re 
well served by the private sector. 

Mr. Mica. One of the problems that has arisen in the past is that 
you’ve had some serious difficulties with contractors. I’m interested 
in how HUD will ensure that contractors who performed poorly in 
the past, have poor performance records, will not be working as 
subcontractors under the M&M contracts. 

Mr. Apgar. First of all, the competitive bidding process that we 
had for the national contract had over 170 bidders. People that had 
poor records with us in the past, that was taken into account. And 
the largest share of the work will be done by these firms them- 
selves. They already have opened 56 offices around the country, 
hired over 600 people. So the direct contractor will do much of the 
work. Subcontractor relationships will exist in some of the outlying 
areas. We will monitor those closely. 

With respect to contractor monitoring, again, this contract is a 
new vehicle that was created out of the pilots. The contracting 
mechanism of the pilot was carefully reviewed by the Inspector 
General. They gave us a list of recommended changes to the con- 
tract, and we embedded many of them in the new structure. 

For example, the issue of pass-through costs, which is a very dif- 
ficult monitoring area, where we had to decide whether costs com- 
ing through from the contractor was a legitimate cost. Under the 
new contracting mechanism, these costs are paid for out of the con- 
tractor’s pocket. They only get paid, not for incurring costs of main- 
taining the properties, but only get paid to the extent to which they 
are able to sell the properties and return funds to the FHA. 

We think this will encourage them to sell the homes quickly and 
to maintain them to preserve the market value. 

Mr. Mica. Do you have contractors that are monitoring contrac- 
tors? 

Mr. Apgar. Under the new setup, we will monitor through a va- 
riety of ways. Of all the records that the contractor retains, 10 per- 
cent will be reviewed, 10 percent of all the properties they have 
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under inventory will be inspected. Those functions will be handled 
by a contractor. 

Again, these are not highly judgmental functions. We’re asking 
people to go out and, relative to a standard checklist, identify 
whether the property meets certain standards or whether the files 
are in place. 

It’s our job as HUD to review those monitoring reports and then 
take the action. So all the action steps will be taken by our HUD 
staff. 

Mr. Mica. And your HUD staff and your professional staff is 
monitoring monitors, so to speak, they’re conducting the top level 
of oversight? 

Mr. Apgar. We do quality assurance on all levels of our con- 
tracting. There was a question made earlier about whether or not 
our HUD staff is adequate for the task, and where our staffing 
numbers came from. Again, this was the place where the IG’s testi- 
mony was misleading. We estimate we will have in effect 143 peo- 
ple, full time equivalents, doing our monitoring work. 

The estimate of how many we needed was the result of a careful 
workload assessment done by Booz, Allen and Hamilton. If any- 
thing, their early report suggests that we have too many people 
doing this job now. But because we want to be cautious, we’ve kept 
the fuller level of oversight. 

Recognize that the numbers that we have in the field today are 
doing a lot of functions which will be shifted to contractors under 
the new system. 

Mr. Mica. Your system to monitor the work of the contractors is 
important. And you’ve discussed how that would be in place. 
What’s the progress for having those monitors in place as far as 
contracts? Are all of those positions filled, or those slots filled? 

Mr. Apgar. Yes, they are. That work will be done out of the 
home ownership centers. 

Mr. Mica. All the monitors and contractors? 

Mr. Apgar. They’ll be supported by field staff which are located 
in field offices around the country, and again, those people are 
working today for us, but they’ll be working in a new role starting 
Monday. 

Mr. Mica. It’s my understanding that you testified to Mr. Burton 
or told him that in your previous testimony here that you weren’t 
lax in overseeing contractors and contractor problems were very 
limited. However, you just told me that poor performing contractors 
were being precluded from new bids. 

Mr. Apgar. That’s correct. There are some. We’ve taken sanc- 
tions against them in the past and will continue to take actions 
against them in the future. 

Mr. Mica. What percentage are we looking at of those that fall 
into that poor performing category? 

Mr. Apgar. I think last year we took action against 8 or 10 con- 
tracts, terminated their contracts. A larger number of them, we put 
them on notice for poor performance. I think last year we may have 
had as many as 150 contractors. The essence of the new approach 
is to have fewer folks to monitor. Again, we have a higher quality, 
I believe, of contracting agent now, because we’re able to be more 
selective. 
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Mr. Mica. I have no additional questions at this time. Do any of 
the other Members? 

We want to thank you for your testimony and for working with 
our committee today. We have no further questions and excuse you 
at this time. 

[Additional questions for the record follow:] 
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De» Assistant Secreteiy Apgar, 

I was interested to hear your testimony recently before the Government reform 
committee, but I have some foUow-up questions regarding Housing and Urban Development’s 
changeover from Real Estate Asset Management contractors to so-called “M&Ms.” Particularly, 
I want to know how these changes will affect Idaho. I have some serious concerns that the new' 
programs will be detrimental to my constituents and to neighboihoods in Idaho. 


First, I’m sure you’ll agree that eliminating the REAM program and instituting instead 
the M&M program in Idaho is a huge change in policy. I am concerned that this change was 
initiated by problems in other stales, and isn’t the best thing for Idaho, What data do you have 
that proves that eliminating repair worit, and eliminating the current program actually benefits 
our communities in Idaho? 

j 

SpecifretUly, do you have evidence that the money put into repair work does not increase 
the sale price of the home an equivalent amount? Secondly, almost always the American 
taxpayer losses during repossessions, but do you have evidence liiat the money put into repair 
work doesn’t cut the tosses the ta.xpayer is ali^y suffering on the defaulted HUD loan, both 
generally and specifrc^ly in Idaho? 


I've read about fraud and abuse among the REAMs. I’ve heard a lot about problems, but 
I'm wondering if this is in Idaho, or just in large urban areas. Do rural areas have the same 
quantity and type of problems as the urban areas? Do Northwestern slates have the same ratio of 
prob!«ns? Does Idaho? If Idaho and dte Northwest don't have the same level and types of 
probl^s, then wdiy was our area reorganized into M&M's, rather than maintaining the old 
REAM program? 


Is there any incentive for repair work in the iww M&M contracts? 
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Can M&M marketers "bulk-up" sales? For example, can they sell a whole block or area 
of houses to one buyer? If so, doesn't this cater to slum lords, but not to the first-time American 
home buyer that HUD was designed to help? 

Lastly, will you consider modifying the M&M program to better address small rural 
states like Idaho? 

I look forward to your prompt reply to my questions. As well as informing my 
constituents in Idaho of your response, I will also submit your response to the Government 
Reform Committee for inclusion in your testimony at the hearing. If you have any question, 
please do not hesitate to contact my assistant, Elizabeth Schwarzer at (202)225-661 1 . 

Very sincerely, 

Helen Chenoweth 

Member of Congress 


enclosure 

HPC\ess 



149 



DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT 
WAStHNOITBI, D.C. 20410-1000 


OmCE OF TOE ASSISTAKT SECKCTARY FOR 
CONORFSSIONAI. AND INTFROOVEFWFEWAL MIAAONS 


The Honorable Helen Chenoweth 
O.S. House of Representatives 
Washington, DC 20515 

Dear Representative Chenoweth: 

Thank you for your letter of May 14, 1999, concerning the 
decision by the Department of Housing and Urban Development to 
use Management and Marketing (MSM) contractors to secure and 
protect properties which HUD has acquired through foreclosures 
and payments of claims on FHA- insured mortgages to lenders. 

When HUD takes ownership of a property, an inspection is 
conducted within 24 hours to determine occupancy status. If the 
property is vacant, it is immediately secured, cleaned, and 
listed for sale. In the past. Real Estate Asset Management 
(REAM) contractors performed the securing and cleaning process 
for the Department. HUD staff then marketed and sold the 
property by maintaining and producing periodic lists of 
properties in its inventory, publishing newspaper advertisements, 
posting for-sale signs, and other such marketing methods to sell 
the property. Also, HUD staff evaluated, approved, and accepted 
the contract when a prospective buyer made an offer on a HUD-held 
property. The process of marketing and selling the Department's 
inventory of properties, and the monitoring of over 200 REAM 
contracts nationwide required a significant number of HUD staff. 

Because of recent staff reductions and centralization of 
operations, the Department needed a better method to manage and 
market its nationwide inventory of properties. HUD chose to 
award nationwide contracts that would cover both the property 
management and marketing functions, rather than continue the 
local contracting of the property memagement function. This 
would limit the responsibilities of the reduced HUD staff to 
monitoring the performance of the M&M contractors. In March 
1999, after the Department evaluated many proposals from private- 
sector companies experienced in real estate asset management and 
marketing, HUD awarded 16 contracts in 16 regions of the nation. 
The Department awarded seven of these M&M contracts to the In- 
Town Management Group (ITMG) . ITMG is a joint venture whose 
three primary partners had extensive experience in real estate 
asset management and marketing for both the government and the 
private sector. The president of 1 1TMG is a former Regional 
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Director of Property Disposition for Freddie Mac. The state of 
Idaho is one of several states covered by the ITMG contract. HUD 
staff will diligently monitor ITMG's performance and the 
Department will take immediate action if sub-performance occurs 
in any state . 

The Department is committed to protecting and preserving all 
properties in its inventory. The procedures HUD uses, through 
the M&M contractors, to accomplish this are common industry 
practices. Several of the M&M contractors perform similar 
functions for private mortgage companies. There is no incentive 
for repair work in the M&M contracts unless the property will be 
purchased using an FHA- insured mortgage (in which case the 
property must meet certain standards) , because it is the 
Department's position that the marketplace should answer the 
question of the value of property repairs, rather than the 
Federal Government. Further, encouraging contractors to repair 
HUD-held properties would prolong the management and marketing 
process, resulting in higher costs. Instead, HUD places a higher 
priority on securing and selling its properties quickly in order 
to mitigate losses to the FHA insurance fund. 

I hope this information is helpful. Please let me know if 
I can be of further assistance. 

Sincerely, 

Hal C. DeCell III 

Assistant Secretary 
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Mr. Mica. I’d like to call now the third and final panel. If I may, 
I’d like to introduce witnesses as they come froward. 

On our third panel, we have Ms. Gale Cincotta, co-founder and 
executive director of the National Training and Information Center, 
also known as NTIC, in Chicago. The NTIC is a national resource 
center on urban issues. Over the past 20 years, Ms. Cincotta has 
received numerous achievement awards for outstanding work on 
such issues as human rights, poverty and community revitaliza- 
tion. 

Accompanying her on the panel is Grace Jackson, who is from 
the Chicago area. She is a board member and past president of the 
Roseland Home Ownership Center of Roseland Neighborhood Hous- 
ing Services. Throughout the 1970’s and 1980’s, Ms. Jackson was 
a neighborhood leader for the Greater Roseland organization, and 
played an important role in the fight against insurance redlining 
and FHA lending abuses. We welcome you to the panel and look 
forward to your testimony. 

We also are pleased to have Mr. Carl Edwards, a fellow Hoosier 
of the chairman’s, with us today. Mr. Edwards was born in Indian- 
apolis, where he’s lived for the past 26 years. He volunteers his 
time as president of the Fletcher-Lipincott Neighborhood organiza- 
tion. He’s also a member of the Brookside Park advisory committee 
and serves on the board of the Near Eastside community organiza- 
tion. I’d like to thank you, Mr. Edwards, for coming, and our other 
panelists for being with us today. We look forward to your testi- 
mony. 

These particular witnesses testified 1 year ago on April 1st, 1998, 
before the Banking Subcommittee on Housing chaired by Mr. 
Lazio. It’s my understanding that you came before this panel a 
year ago. In essence, this group testified that EHA property dis- 
position problems were contributing to, rather than alleviating, 
urban blight and deterioration. They have been asked to provide 
our committee with an update today on the status of issues that 
they raised at that time, almost 1 year ago. 

We also have Mr. Stanley Czerwinski from the General Account- 
ing Office who is going to join us for the panel in testimony. He 
is the Associate Director of the Division on Resources, Community 
and Economic Development at the General Accounting Office. I’d 
like to welcome him and thank him for his participation. 

It’s part of the responsibility of this committee of Congress to 
swear in our witnesses, which I’ll do in a moment. I understand we 
have one additional witness, who has been involved in homeless 
area programs. We have Mr. Brian Davis, director of the Northeast 
Ohio Coalition for the Homeless. He’s going to testify about prob- 
lems that he’s experienced in dealing with that problem. 

I think that completes this third and final panel. I’d like to wel- 
come each of you. This is an investigative committee of Congress, 
and it is our custom and practice and also requirement that we 
swear in our witnesses. 

[Witnesses sworn.] 

Mr. Mica. Welcome to our panel today. I’m pleased to recognize 
Ms. Gale Cincotta, co-founder and executive director of the Na- 
tional Training and Information Center from Chicago for your testi- 
mony and opening statement. 
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Also I might tell all of the panelists, if you have a lengthy state- 
ment that is written or prepared, and you’d like it submitted as 
part of the record, we will do so at request by unanimous consent 
of the committee. 

Ms. Cincotta, you are recognized now, and you will see the little 
light go on here for 5 minutes. You’ll get a little warning there in 
red. 

Thank you. 

STATEMENTS OF GALE CINCOTTA, EXECUTIVE DIRECTOR, NA- 
TIONAL TRAINING AND INFORMATION CENTER, CHICAGO; 
GRACE JACKSON, VOLUNTEER, ROSELAND NEIGHBORHOOD 
HOUSING SERVICES, CHICAGO; CARL EDWARDS, PRESIDENT, 
ORGANIZATION FOR A NEW EASTSIDE, INDIANAPOLIS; 
BRIAN DAVIS, DIRECTOR, NORTHEAST OHIO COALITION FOR 
THE HOMELESS; AND STANLEY CZERWINSKI, ASSOCIATE DI- 
RECTOR, RESOURCES, COMMUNITY, AND ECONOMIC DEVEL- 
OPMENT DIVISION, U.S. GENERAL ACCOUNTING OFFICE 

Ms. Cincotta. I have testimony I’ve submitted, and I’m also sub- 
mitting other material for the record. 

Mr. Mica. Without objection, your full testimony will be made 
part of the record. 

Ms. Cincotta. While Mr. Apgar is still in the room, he should 
remember September 9th, I had Ira Peppercorn from his office and 
Charles Gardner from the regional office in our office at NTIC in 
Chicago, where they said, and he has said in his office, there are 
no inspectors in the United States. We have to then therefore 
maybe get appraisers to do the inspections. 

They came with a thick thing like this of paper saying, now, this 
is what the appraisers would have to do. I know that after they left 
their office, and there were NHS people, myself, our staff, et cetera, 
that they took it to some lenders. The lenders called me the next 
day and told me, and even showed me exactly what they had left 
in our office. 

So he is lying to you under oath that they have not tried to get 
appraisers to do inspections. And he is either lying to me or lying 
to you when he says there are enough inspectors in the country. 

What bothered me today was how much time they spent trying 
to trash a story that was on television, on one building out of the 

thousands of vacant buildings 

Mr. Kucinich. Excuse me, Mr. Chairman. 

Mr. Mica. Yes? 

Mr. Kucinich. I’m a little bit concerned about a statement the 
witness made. I know her, I respect her, I worked with her years 
ago when she was working with Monsignor Boroni. But when 
somebody makes a charge in front of a committee like that. I’m 
kind of uneasy about hearing those charges made. 

Mr. Mica. Well, the witness is free to express herself. 

Ms. Cincotta. I’m under oath and he’s here. Bill, didn’t you tell 
us that, or are you going to sit there and lie? 

Mr. Mica. Ma’am, we don’t want to get into an exchange, but 
you’re welcome to testify and comment as best you can in your own 
words. And we do appreciate that. 
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Ms. CiNCOTTA. But it’s hard to sit that long, having heen in- 
volved with this, and again, to go after something that was on tele- 
vision on one building out of 76,000. And on that building, again, 
the loan was insured by FHA, the tax bill was billed to them. The 
home was foreclosed on, and now it’s part of an FHA program. No- 
body’s been in that building since September. 

But they take any criticism and try and find something to get 
you, rather than, that is a problem. This is a list, and I want to 
submit this, of over 800 foreclosed buildings, FHA buildings in Chi- 
cago that we got recently. They found out we had this when an- 
other city, I think it was Carl’s city, asked for the same thing. They 
didn’t give it to them, and they have shut it down for us getting 
it in Chicago. There are over 800 homes in Chicago that they have 
on this thing, addresses, et cetera. 

So what I’m trying to say, the frustration of your own Govern- 
ment, that you expect to do good for you and do better, lies through 
their teeth, hides the facts, and instead of working to solve the 
problem, wants to pretend there is no problem, wants to ignore 
this. And what we’ve been facing for years upon years, of fighting 
once to get FHA in, we didn’t get FHA originally in any of the cit- 
ies, because it was started as a new construction program. 

Then ever since then, fighting to clean it up so it would function 
well. It led us to try and get the Community Reinvestment Act 
passed, that our older neighborhoods, they need mortgages, they 
need the Government to protect them, they need the Community 
Reinvestment Act. They don’t need hundreds upon hundreds of 
people being put out, promised the American dream and being put 
out of their home over and over and over again. 

Seventy-six thousand foreclosures, if you look up on it, it’s the 
history of my life, it starts around 1972 when NPA was formed. 
There were 63,000 foreclosures in 1973. One of the things that 
worked, and when the numbers went down was when Senator 
Proxmire was head of the Banking Committee. There was some- 
thing that was put in called 518 (b) and (d), that any home, older 
existing home, sold on an FHA mortgage, if within the first year 
anything went wrong with the systems or roofs or porches, there 
could be reimbursement. 

That worked excellent, because you needed something like that. 
They needed the inspections before that. But you can see I’m look- 
ing at this, at that time in history, that worked. 

It’s not a new home with a warranty. There have to be different 
things, a new home has a warranty, I guess with the new construc- 
tion, 10 years. An older, existing home should have a full inspec- 
tion and a warranty. I know you don’t like to spend money, but I 
think you spend money in the long run after the fact. 

The other thing, there’s something pending called H.R. 595, 
Mortgage Assistance Program, where if people have a chance, with- 
in 1 year and get some assistance, the majority of them will be able 
to keep their homes. 

If you want to house American citizens in existing construction 
and older buildings, you have to figure out a way to protect them. 
You can’t do like Mr. Apgar and Mr. Cuomo, shuck and jive, lie 
through their teeth, change the story, do this, do that. Why don’t 
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they bite the bullet and do what’s right? It won’t cost that much, 
in the long run, it will be cheaper. 

But they’re really happy when they tweak you and try and make 
you look bad. But I think we’re talking about families that we see 
every day in our neighborhoods that shouldn’t be offended by their 
own Government. They trust their Government. 

I did bring a list, I thought we were going to be able to put it 
up, of all the foreclosures in Chicago, so that maybe by seeing the 
addresses, address by address by address, it could give some ur- 
gency to what’s happening. And if you get those folks back here to 
testify, why don’t they come up with solutions rather than trying 
to hide the problem over and over and over again? 

If you don’t do anything, they smirk at you behind your back, at 
me, et cetera. Nothing happens good for the citizens. 

[The prepared statement of Ms. Cincotta follows:] 
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Testimony of 
Gale Oncotta, 

Executive Director, National Training and Information Center, Chicago 

Before the 

Committee on Government Reform 

Hearing on: 

"HUD Losing $1 Million per Day - Promised 'Reforms' Slow in Coming" 

Tuesday, March 23, 1999 

Thank you Mr. Chairman and other members of the Committee for this 
opportunity to testify, I speak not only as executive director of the National Training 
and Information Center, but as chairperson of National People's Action, a nationwide 
coalition of over 300 grassroots neighborhood groups working on neighborhood issues 
such as community reinvestment, anti-crime and -drug strategies, and reform of the 
Federal Housing Administration (FHA). We have been fighting abuse, fraud, and 
neglect of the FHA program that has destroyed too many neighborhoods and too many 
families' dreams of homeownership for more than 25 years. 

The FHA is a frightening example of a government program trying to supplant 
private investment and the marketplace while doing a much worse job. The FHA 
program has a national default rate 3 to 4 times the conventional market, and in many 
urban neighborhoods it routinely exceeds 10 times. In addition, the FHA program is 
hemorrhaging money. In 1998, the FHA program paid out over $6 billion in claims, a 
30 percent increase over 1996. 

In 1998 alone, over 76,000 families with FHA loans lost their homes. This is 
almost a 25% increase over 1996. This means over 200 families a day are losing their 
piece of the American Dream. Even more troubling is that foreclosures continue to rise 
amidst the strongest economy this nation has seen in 25 years. In fact, if you follow the 
FHA foreclosure rate and the unempIo)mient rate over the last eight \'ears \’ou will 
notice that the number of FHA foreclosures moves in direct relation to the nation’s 
unemployment rate through 1996. But, in 1997 and 1998 the FHA foreclosure rate 
jumps through the roof, while the unemployment rate reached record lows. 
Furthermore, this increase in foreclosures is happening despite the FHA losing market 
share. The numbers mentioned above our not NTlCs numbers, but come directly from 
the Department of Housing and Urban Development. 

I would like to take this moment to refute a misleading statistic often bandied 
about by tfre Department of Housing and Urban Development. In an effort to downplay 
the fact that over 76,000 families with FHA loans lost their homes in 1998, HUD has 
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issued press releases stating that only 1 % of the loans originated in 1998 have fallen into 
foreclosure. While this sounds very impressive, I would like to make it clear tiiat it is 
very uncommon for families to fail into foreclosure in the first 12 months of the loan. 

Two major changes in die FHA program took place in 1996 diat we feel have led 
to this increase. First, HUD changed the FHA appraisal process to what is called lender 
select, meaning lenders are able to choose their own appraisers. This has led to 
thousands of families across die country being sold homes that were over appraised, 
often by over $20,000 per home. Second, HUD's mortgage assistance program was 
replaced with the Loss Mitigation program that makes it optional for mortgage bankers 
to do workoute with families who are facing foreclosures. 

The rise of FHA foreclosure during this administration has lead to abandoned 
buildings throughout our nation's neighborhoods. According to a 1998 report by the 
HUD Inspector General, there are over 41,000 HUD owned properties across the 
country on any given day. Information my office received from the HUD 
Homeownersliip Center in Adanta states that there were over 800 abandoned HUD 
properties as of August of 1998 in the City of Chicago. Unfortunately, HUD has refused 
to continue sharing this information with NTIC and other neighborhood groups across 
the coimtry. As a result, local community based organizations are unable to track 
information on abandoned buildings in their ongoing effort to ensure that these 
properties are secure and do not adversely impact the neighborhood. Without 
cooperation from HUD at the local level it is very difficult for neighborhood 
organizations to address the issues of FHA foreclosures and HUD abandoned 
properties in their communities. To make matters worse, HUD's decision to downsize 
their local field office and move to having four homeownership centers around the 
country has left neighborhoods with very little available HUD staff and seems to have 
led to ^e most basic decisions being made in Washington. Now local community 
groups are stuck working with "community builders” who seem to have very little in 
the way of decision making power. 

An example of this has been the over 300 families who were ripped off on FHA 
loans as part of a real estate scam on Chicago's westside. The families were sold 
dilapidated properties that were overappraised by more than $20,000 in some cases. 

This scam was a direct result of poor HUD oversight on the local, regional, and national 
level. How could three hundred families be taken advantage of with FHA loans and 
HUD not know it? 

To get any resolution on this issue, we had to bring a thousand people to 
Washington to convince HUD headquarters to send a representative to Chicago. The 
agreement we reached with HUD (which by no means has provided the eissistance 
needed for families) is now administered by the Director of the Atlanta 
Homeovmership Center. At a recent follow-up meeting at which the ripped off families 
were not pleased with the answers to their requests, the Director of the Homeownership 
Center said, "This is a policy decision and policy decisions are not made in 
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neighborhoods like this. These decisions are made in Washington." To those of us out 
on the front line it is clear that HUIfhas taken dedsion-making power ouj of the hand 
of the few remaining local HUD staff and mov^ it to Washington, DC. As a result, 
HUD has become less, not more, responsive toiHUD related neighborhood issues. 

We are aware that as of March 7S of this year HUD will have privatized the 
function of the management and maintenance of their single-f&nily inventory. While it 
is hard to imagine anyone doing a worse job dealing witft these abandoned Imildings 
than HUD, we are seriously concerned about the lack of iirformation that has been 
shared with national non-profits and local neighborhood organizations about this new 
program. As of March 1, 1999 staff ftom our office had called two senior staff at the 
FHA numerous times inquiring about information concertring the new Management 
and Maintenance contracts. No one from HUD has returned these phone calls. The only 
information we were able to acquire was a mortgagee letter posted on the world wide 
web from FHA commissioner Bill Apgar to mortgage compairies informing them of the 
new contracts. NTIC and neighborhood groups across the country welcome the 
opportunity to work with HUD and these new private contractors, but we caimot do so 
without information and cooperation. 

Furthermore, while we do sincerely appreciate HUD trying to improve its Real 
Estate Owned functions, we feel that focussing the majority of their energies on the 
abandoned homes is another case of mopping up a probiem rather than stopping the 
leak that caused the problem in the first place. The proposal does nothing to address the 
numbers of properties that HUD owns but only marices it someone else's problem. 

At NHC we have alwa)rs felt that the best way to address the issue of HUD 
abandoned properties is to prevent foreclosures. We feel there a multitude of ways in 
which this could be accomplished. Ourselves and community residents and 
representatives from neighborhood orgairizations across the country would welcome 
the opportunity to sit down with members of this committee and HUD Secretary 
Andrew Cuomo and FHA Commissioner Bill Apgar to have a constructive series of 
meetings to work together to improve HUD oversight, reduce financial loss to the 
department, and prevent FHA related foreclosures arui HUD abandoned properties in 
our nation's neighborhoods. 

The following are a few of the ways in which we feel HUD can prevent FHA 
foreclosures and reduce the number of abandoned properties: 

1) Mandate an Inspection on all FHA insured homes. 

Congress should enact an amendment to the current National Housing Act that 
would mandate an inspection on all FHA insured homes. By instituting a "fee panel" 
model of random HUD 

HUD does not require pre-purchase inspections on homes sold with FHA loans. 
This is standard practice on homes sold with conventional loans because the lender is at 
risk and wants the family to stay in the home and because the home will become the 
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lenders if diere is indeed a foredosure. In many cases, FHA-finan^ hom^ are 
purchased after cosmetic rehab work has been dohe to mask serious structural defects. 
This leads to thousands of femilies a year being forced to pay unforeseen repairs and 
then fail behind on their mortgage, i have included with my testimony large scale 
examples of two such cases that took place in Chicago and upstate New York. 
Congressman Danny Davis has work^ with NTIC and neighborhood groups on the 
westside in our attempt to clean up one such mess. 

2) FHA appraisal reform. 

As mentioned early, HUD’s change to a lender select appraisal system has left 
thousands and tltousands families with homes overappraised by $20-30,000. NTIC and 
nei^borhood groups are working with Congressman Rick Lazio’s office to try to 
prevent families from being taken advantage of by fraudulent appraisers, realtors, and 
lenders. 

3) Pass HR 595, The Emergency Mortgage Assistance Act. 

On February 4, 1^9 Congressman Luis Guttierez introduced a bill that would 
provide mortage assistance from the FHA mortgage Fund to help families who fall 
behind on their mortgage through rw fault of their own and can demoi^tmte a lealistlc 
prospect of repaying the loan. This bill is modeled after the state of Pennsylvania's very 
successful Homeowner Emergency Mortgage Assistance Program (HEMAP). Over 95% 
of the families who enter the program save their homes. The program is now operating 
K>Iely on repayments of past loans. 

4) Devdlop partnerships with new M&M contractors and ne^hborhood ^oups. 

Community based organizations across the countrj' would welcome the 
opportunity to work closely with the new contractors who will manage and maintain 
HUD's abandoned building inventor. However, to do so we need to begin meeting wiffi 
the Directors of each region as soon as possible. The new contracts begin on the 29th of 
thk month# but we still have little information about who we should be talking to and 
how this will play out in each of our communities. 

In closing Mr. Chairman and Committee members, I feel strongly that HUD 
could do itself and the nation a big favor if it would follow the Congressman Rick 
Lazio's advice that "HUD must stop legislating by press release and get back to basics." 
If the agency would spend as much time and energy on fixing the problems with the 
department as they do being defensive, putting out press releases, and pointing the 
finger at everyone else, HUD and the country would be in much better shape. 

My office and neighborhood groups across this nation stand ready to work with 
your committee and the Department of Housing and Urban Development to do 
whatever it will take to improve HUD oversight, prevent foi^Iosures, and r®iucte the 
number of abandoned HUD properties in ovx country's neighborhoods. 
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Mr. Mica. Thank you for your testimony. 

I’d like to recognize Mr. Edwards, who’s president of the New 
Eastside, Indianapolis. 

Mr. Edwards. Thank you. 

Eirst of all, I’d like to thank you, Mr. Chairman, and the other 
members of this committee, for holding this hearing today, because 
it gives me the opportunity to let you know my perspective on how 
things are going. 

I’ve heard a lot of talk today about statistics and numbers, and 
they’re very shallow and very cold. This is a face that’s been af- 
fected directly by how EHA and HUD is affecting our communities. 

Nine years ago, I was a very young man. I purchased a home. 
It was an EHA insured loan. I dealt with a realtor that obviously 
didn’t have my best interests in mind. I was under the impression 
the home that I had purchased had an inspection done on it. It was 
actually termed an appraisal. 

EHA appraisals are fairly thorough. It was done by an inspection 
service. I didn’t know any better, like many people in this country 
who buy their first home, didn’t know any better. 

I bought this house, and it turned up to have several mechanical 
problems, such as heating and cooling and plumbing and hot water 
heater and a leaky roof. I heard a lot of talk today about the econ- 
omy is good and the bankruptcy rates are high, and the segment 
that EHA is serving, which is me, they’re high risk people. 

Well, I’m one of those people who was 18 years old and had his 
own business and had his life together, but had his life destroyed 
by a faulty program. Had there been a mandatory inspection in 
place, had there been this inspection in place, I may not have 
bought this home, or I would have gone into this purchase knowing 
full well what was ahead of me. 

But that wasn’t given to me. I bought a house that I thought had 
a Eederal stamp of approval on it, and lo and behold, 2 years later, 
I was homeless. Has anyone been homeless in this room? Does any- 
one know what it feels like to actually lose your home? It’s not a 
very pleasant feeling, is it. 

We had the opportunity to bring Charles Gardner from HUD in 
last year. He’s the Regional Director for HUD in our area. We had 
a large public meeting with over 100 in attendance. We told some 
stories about properties and nightmares that were in our commu- 
nity, one of them being a house that had been vacant for several 
years that had eventually, after several things happening to it, 
caught on fire. 

Mrs. Debbie Thompson of Indianapolis got up and gave a very 
emotional testimony, with tears in her eyes, spoke of how she woke 
up at 4 a.m., to the smell of smoke, not knowing if it was her 
house, wondering if her children were OK, and talking about the 
lasting emotional effects that this has had on her family. 

Charles Gardner and the other officials from HUD listened to her 
testimony. Toward the end of her testimony, she held a picture up 
and showed the audience and Mr. Gardner and the others a picture 
that her 8 year old daughter had drawn of a house, a two story 
house with flames coming out of it, teeth and arms. She made the 
comment that, my daughter drew this for me before I came here 
today and said. Mommy, I want you to show these people what this 
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house has done to our lives. Consequently, their house was dam- 
aged by smoke and water, not to mention the emotional effects to 
their family. 

One of the things we asked Mr. Gardner and the other people 
from HUD that day was, will they process the claim to have this 
house, to have this claim expedited. Mr. Gardner agreed to do that. 
It’s 9 months later, and they’ve not seen 1 penny toward this claim. 

You know, people in the community are on the front line day in 
and day out. We have to deal with what is going on in our own 
backyard. I’ve seen the effects of abandoned houses in my commu- 
nity. You see it, it’s classic, I don’t care what city you’re in, you see 
one abandoned house, in my example, one abandoned HUD house. 
Three people that live in that community for over 20 years got fed 
up with dealing with this particular house that I spoke of that 
caught on fire. As I said earlier, it sat vacant for almost, I would 
say almost 3 years before it caught on fire, attracted children, at- 
tracted vandalism, attracted drugs. 

Several homeowners got fed up with dealing with that, got fed 
up with dealing with fighting the system, and moved, as so many 
people do. I’ve been in my community for almost 26 years. I’ve lived 
in Indianapolis all of my life. I like where I live, but I too am get- 
ting tired and fed up. I traveled to Washington last year and testi- 
fied, hoping that my experience would have a positive effect on 
HUD, and here I am again today. 

That really about sums up my testimony. I just have one other 
comment I’d like to make. I’d like to know, is it going to take an 
act of Congress to get this check processed for the Thompson fam- 
ily? That would be a good thing to know. 

Thank you. 

[The prepared statement of Mr. Edwards follows:] 
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Testimony of Carl Edwards 

Thank you Mr. Chairman and other member of the Committee 
for this opportunity to testify. lama very active member of my 
community and I have seen the ill effect that HUD can have on a 
community like mine. Over the last few years I have seen more than 
enough waste and broken premises from HUD. 

I bring you today a point of view that is bill of personal 
experience. I have been the victim of HUD on many occashions but one 
should never be a victim of an agceny that is funded by our tax dollars 
and should help people become homeowners. 

People in my community, as well as my seif, have suffered the 
broken dreams of loosing their homes, FHA foreclosure rates are still 
alarming high. Once hard working Americans loses their homes and 
ruin their lives with bad credit, the community then has to deal with the 
abandon house and HUD is less than responsive to responding to the 
problems. Homes are often taken over by drug dealer and long time 
home owner get fed up with “fighting the system" and move away to the 
suburbs. People wonder way our urban neighborhoods are decaying. 
Children often play in unsecured abandon homes, sometime these 
buildings are infested with rats, used drug paraphernalia or are open 
unsafe builds that have either burned or have raujor lead 
contamination. Over the years we have had many people raped and 
even killed in abandon homes in Indianapolis. All of this from a 
government agency that is supposed to ‘on our side”. The only thing 
that 1 have seen HUD do well lately is run a persistent public relations 
campaign on television. 

1 had to opportunity to work with local and national groups to 
bring in Charles Gardner, the regional director for HUD, to 
Indianapolis. We had specific request for him and HUD to improve 
what we saw as major problems. We had many people from the 
community, Charles Gardner and the iocal HUD officials at a lai^e 
public meeting. We had the opportunity to give them our suggestions 
and they agreed with what we said. They said that our requests were 
“very valid”. They only promise that both Gardner and the local HUD 
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office honored was to give a small training on how to use some the their 
loan programs to fix up run down houses. 

Our big concern at that meeting was the destruction caused by a fire in 
an abandoned HUD house in my neighborhood. The neighbors on each 
side of that house woke up terrorized at 4:00 in morning with flames 
and smoke everywhere. Both homes were damaged by that fire. 

Charles Gardner, representing HUD agreed to process damage claims 
for that fire. Today, eight months later, HUD has not paid out a single 
penny. This is Just another example of HUD not serving the needs of the 
community. HUD should be pro-active and not reactive to the needs of 
neighborhoods. Until things change with the way HUD conducts 
business things will never change. 

We had three other requests for HUD. It has been almost a year and we 
still have not seen any of the other requests happen. One simple request 
was to have on each abandoned house a 1-800-phone number that 
people could call to report any bad activity that the property may have. 
Well we have not seen these signs on the HUD properties in my 
community. From what I have heard from people that have the signs in 
place and can call - get no action about the problems anyway. 

HUD should listen to what people in the community have to say. We 
are the ones on the front line day after day. We see what is happening 
to our communities. I have live in the same neighborhood for more that 
26 yean now and I have seen it change like many others across the 
country. HUD had played a major part in the decay of our 
neighborhoods. 

I was grateful for the opportunity to testify before the 
Subcommittee on housing and Community Opportunity on April 1, 

1998. I was hopeful that bringing my experience to Washington would 
have a positive effect on HUD. From what I see day after day that 
things are stiil the same. I hope that this trip will bring some badly 
needed change to the way HUD operates. Thank you for you time. 
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Mr. Mica. Thank you, Mr. Edwards. That’s why we’re here, to 
pass acts of Congress, to try to get things done. Sometimes it’s very 
frustrating. 

I’d like to recognize now Grace Jackson, who’s a volunteer with 
the Roseland Neighborhood Housing Services in Chicago. You’re 
recognized, ma’am, and welcome. 

Ms. Jackson. Thank you for having us here. My name is Grace 
Jackson, and I’ve lived in the Roseland area of Chicago almost 30 
years. 

But there’s something that I’d like to say before I do my testi- 
mony, if it’s all right. I heard some gobbledy-gook about HUD keep- 
ing the houses 60 days and 6 months and 30 days and 45 days be- 
fore they’re sold. There’s a house by me that has been vacant and 
people have been put out of it nine times. It’s still sitting by me. 

But in the meantime, it has been rehabbed now and will be sold. 
But for 3 years, HUD had it under this real estate company who 
was supposed to take care of it, cut the grass, shovel the snow, 
make sure that the windows and doors were boarded up. Nobody, 
in all this time that I took care of this house, for the whole 3 years, 
I think that’s about 36 months, came out and did not one mum- 
bling thing. So let nobody tell you that they take care of vacant 
property, unless they started it yesterday. Because it has not been 
done. 

On my block now there are five vacant houses. In a two block 
radius, they do nothing. We, as the block club members, get out 
and make sure it stays boarded, make sure the grass stays cut, be- 
cause who wants all these weeds. So if your insurance man hap- 
pens to come by, and you happen to get a letter, and he tells you 
your insurance has been canceled, we can’t have that. Most of us 
who are getting to be senior adults, we can’t afford it. So we need 
our insurance that we have. 

They don’t take care of the property. 

I also heard something, please give me enough time, he lost some 
of his. I’ll take his, about this foreclosure. I’ve heard a lot of ex- 
cuses on that, why this and why that and why some people are 
foreclosed. We do have some people probably that do not take care, 
because they still have that mentality that “Fm a renter.” You 
might have that. 

I’m not going there. I’m going here. When people buy that home, 
and there’s not a mandatory inspection, and they try as hard as 
they can, when you’ve got a furnace to replace and you’ve got a roof 
to replace, and you’ve got electrical to replace, you cannot, on what 
you make, and I’ve heard this said, I didn’t like it, but I listened, 
because it’s true, African-Americans and Hispanics, some of them 
make pretty good, but some of them don’t. 

I got an FHA loan, so I’m not fighting this, it’s needed for a 
whole bunch of homeowners, if you ever want to have that Amer- 
ican dream. But don’t tell me that you can have the American 
dream and pay for all the rotten things that are in the house, when 
you’re trying to pay a house note, you’re trying to pay a gas bill, 
you’re trying to pay for the furnace, trying to get the windows 
fixed, trying to pay for the roof. That’s another reason why we have 
a lot of foreclosure. 
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When I was here last year, I told you all that at one time, we 
had the distinction of being on the list that we had more fore- 
closures than anybody. And I said, well. I’m not bragging, I said, 
take that back, we’re back on the road to having the distinction of 
having more foreclosures again. I know this is the reason why this 
is about. 

I’d like to share two stories with you how FHA has failed fami- 
lies in Roseland. Mrs. P, she’s a working mother of four, she bought 
a home with an FHA insured mortgage in Roseland. A few weeks 
after moving, she was told by a Chicago policeman that the build- 
ing she had just bought was supposed to be demolished. The build- 
ing had previously been foreclosed in June 1995, and HUD paid the 
lender $85,000. HUD then sold the house 3 years later for $26,000, 
which means the property was vacated for 3 years and represented 
a loss of a good deal of money to the Government. 

The realtor then sold the house to Mrs. P. for $122,000. Mrs. P. 
and her four children were living in the home when the water actu- 
ally came pouring through the roof, a leak when it rains. Only 30 
percent of the electric is working, and all the major systems are not 
working. Mrs. P. and her children are ill, and she will likely lose 
this home. I would have given it back to them in the first place. 

Once again, the neighbors will be looking at an open and aban- 
doned HUD home. 

Then we had another one. Mr. S. purchased a home with an FHA 
loan from a realtor. The family moved in but the house was falling 
down. He could not afford all the repairs, so he used an extension 
cord to go get him some heat from next door. 

Everybody on the block is dismayed that the Federal Govern- 
ment would insure a loan on such a house. Houses such as these 
are a bad investment for the Government and put the health and 
finances of the family and children in danger. 

I understand that March 29th, HUD will begin having a private 
company taking care of that abandoned property. While we appre- 
ciate this effort on the part of HUD, I have two questions for Sec- 
retary Andrew Cuomo. How does privatizing the management of 
abandoned property keep the building from becoming abandoned in 
the first place? The best way to address the issue of abandoned 
HUD homes is to prevent FHA foreclosure in the first place. 

We need to make inspection mandatory on all homes sold on 
FHA loans and reform the way in which FHA appraisals are done. 
They’ll come by and look at your house up and down the street and 
say, oh, this house is fine. I’ve seen this done. And they go around 
the back and come back around and get in their car and tell some- 
body, and you know what happens, they go right ahead. These are 
unscrupulous, it’s not HUD, now, and it’s not FHA, I didn’t say 
that. This is the unscrupulous realtors and mortgage companies. 
They’ll take you around the corner, around the house and say, this 
is fine. Then you move in and you turn the heat on in September, 
your furnace is out. 
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I thank you all for having us, and I hope and pray this is the 
last time we have to he fussing with HUD. We’re tired of the prob- 
lems, and you all as Congressmen and we as grass roots citizens 
ought to be able somewhere to sit down in a room and come up 
with a solution. 

Thank you. 

[The prepared statement of Ms. Jackson follows:] 
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Testimony of Grace Jackson 
Before the 

Committee on Government Reform 
Hearing on: 

“HUD Losing $1 Million per Day ~ Promised ‘Reforms^ Slow in Coming** 
March 23, 1999 


Thank you Mr. Chairman and other members of the Committee for this opportunity to 
testify. I would also like to thank Congressman Davis, Congressman Blagojevich, and 
Congressperson Schakowsky for all they are doing to help us address these issues in the City of 
Chicago. 

I am a long-time board member and former president of Roseland Neighborhood Housing 
Services in Chicago, Illinois and have been on the front line fighting abuses of the FHA program 
for over 20 years. 

I come to you as a resident of a community that for many years had the distinction of 
having the highest FHA foreclosure rate of any nei^borhood in the entire country. Even today, 
after years of fighting to fix the FHA problem, the Roseland neighborhood still has a default rate of 
over 18% on FHA loans. 

When you live in a neighborhood that has been destroyed by FHA lending abuses it is 
sometimes hard to believe that the program was actually intended to help families and 
communities. The large number of FHA foreclosures in my neighborhood has meant an increasing 
number of families losing their homes and having their credit ruined for years. It has meant 
abandoned HUD homes on block after block in my neighborhood. Homes that are taken over by 
drug dealers, homes that are not taken care of by HUD, homes that children are raped in and young 
people are killed in. 

On April 1 of 1998, 1 had the opportunity to testify before the Subcommittee on Housing 
and Community Opportunity. As I testified at those hearings, I was hopeful that traveling to 
Washington and speaking to the committee about mismanagement at HUD would lead to 
substantial improvements within the FHA program. Unfortunately, I am here to teD you that today 
it is business as usual at the Department of Housing and Urban Development. 

I live next to a house that has been sold 9 times over the last 22 years. Each time with an 
FHA loan. This means 9 different families pulled their resources together and entered the biggest 
investment of their life, hoping to get their piece of the American Dream. And nine different 
fiunilies lost their homes, their credit ruined and went away with nothing to show for their 
investment. But because these loans are insured for 100% by the federal government, the mortgage 
bankers did not lose any money, the realtors got their commission, and the family, who the program 
was supposedly designed to help, is out on the street. 

I would like to share two very recent examples of how the FHA program has NOT worked 
for families in the Roseland neighborhood. Mrs. P, a working mother of four bought a home with 
an FHA insured mortgage in Roseland. A few weeks after moving in, she was notified by a 
Chicago Police Officer that the building was scheduled for demolition. Here is a little history on 
die building. The building had previously been foreclosed on in June of 1995. HUD paid the 
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lender a claim of $85,000. HUD then sold the building (almost 3 years later) in February of 1998 
for $26,000. The new owner then sold the propaty to Ms. P for $122,000. Ms. P and her four 
children are living in a home with a roof that is allowing water to pour in the house, only 30% of 
the electricity is working and no major systems are working correctly. Her family has been ill ever 
since moving into the home and her finances are ruined. She will likely lose the home in the 
coming months and be forced to find housing with a now very bleak cr^it record. 

The case of Mr. S is equally fiightening. Mr. S purchased a HUD house from a local 
realtor. The family moved in but found the home failing down around them. The family could not 
pay for dl the unforeseen repairs and pay the mortgage. There were so many problems with the 
systems that Mr. S had to run an extension cord to his neighbor’s house to get power. Everyone on 
the block is in dismay that the Federal Government is providing mortgage insurance on properties 
that are bad investments and put the health and finances of families at risk. The house was’ 
foreclosed on in 1998. Mr. S had experienced the American Nightmare. HUD paid the mortgage 
banker a claim of $75,000 for a house that should have never been insured in the first place. People 
on the block are now stuck with an abandoned HUD building and are fearful that another family 
will fall victim to this nightmare. These cases arc just two examples of how families are ripped off 
and abandoned HUD homes come to litter our nation’s neighboihoods. These foreclosed, HUD- 
owned properties are currently living nightmares for myself and other residents in the Roseland 
neighborhood. There are dozens and dozens of these properties in my neighborhood alone (which is 
just one of 75 neighborhoods in Chicago). They are more often than not, wide open, stripped of all 
their appliances, and havens for drugs, crime, and prostitution. 

I understand that Secretary Andrew Cuomo has developed a plan that as of March 29, 1999 
will privatize the management and maintenance of their disposition responsibilities. I will say that I 
commend them for at least trying to do something. However, I would like to ask Secretary Cuomo 
how property disposition reform will prevent cases like these from occurring again? The answer is 
simple, it does not. The best way to address HUD’s inability to care for its abandoned property 
inventory is reduce the number of properties that it needs to care for in the first place. The way to 
do this is prevent FHA foreclosures. Once we accomplish this we will truly achieve our goal of 
helping families achieve and sustain homeownership while also reducing the number of properties 
in HUD's inventory. 

One often overlooked issue with the FHA program is the fact that there are no required 
inspections on homes sold with FHA loans. This dreadfiil fact, coupled with the 100% government 
backing for the lender, has created a gigantic loop hole that is being taken advantage of at the 
expense of first time homebuyers. We need mandatory inspections on all homes sold with FHA 
loans. We also needs ways for local community 0 X>ups to have some power to monitor FHA 
lending patterns and abuses at the local level, including monitoring that would prevent fraudulent 
FHA s^raisals. 

HUD would also do us all a favor if they would implement a foreclosure prevention 
program like the one Congressman Luis Guttierez has introduced into Congress, HR 595. The 
Emergency Homeowner Assistance Act would prevent foreclosures and government loss by 
keq)ing f^lies in their homes. I hope all of you will sign on to this bill. 

While we are all anxious to sec how the privatization of HUD’s property disposition will 
affect both HUD's ability to reduce financial loss to the government and r^uce the adverse impact 
diese properties have on neighborhoods we are concerned by covertness of the early stages of this 



168 


new operation. Local community based housing organizations like Roseland Neighborhood 
Housing Services have not received the information we need to be able to work together with the 
Dqjartment to fix up and sell building to wi>fking families. We would gmatly 

appreciate Members of the Committ^ working wifo us to arrange meetings with file regional 
directors of these new private contractors. We feet that those of us who are out on the front line 
have a great deal of insight to offer these contr^tore as they take over this important responsibility. 

HUD abandoned properties cost the government over $1 million a day. It is very troubling 
to me that probl^s with one HUD program, the FHA, has led to the need to develop a new HUD 
prepmn, toe Abandoned Building Initiative for which HUD is asking Congas to appropriate S50 
million to in FY 2000. Because of the large number of abandon^ properties in luban 
neighborhoods the money is needed. But, we would do the nation well to reform the program that 
has caused the abandonment in the first place. 

In closing I would like to thank the Chairman and other M^bere of the Committee for the 
op|K>ituni^ to t^tify tcKiay. Myself and many other neighborhood l^deis from around toe country 
stand r^y to work with each of and Sectary Cuomo to addr^ the issu@ of questionable 
HUD oversight, rising FHA foreclosures, and fraud and abuse. Thank you. 
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Mr. Burton [presiding]. Thank you, Ms. Jackson, for your very 
informative testimony. 

Mr. Davis. 

Mr. Davis. Thank you, Mr. Chairman. 

I would like to thank the House Government Reform Committee 
chairman, Dan Burton, for convening this hearing today that in- 
cludes a panel on the effectiveness of HUD’s programs, especially 
as its relates in my case to homeless persons. 

It is a pleasure for me to testify in front of the committee that 
includes Congressman Dennis Kucinich, who has been a tireless 
advocate on behalf of homeless persons, and the organizations that 
provide services to them in my community. 

Today I would like to discuss the status of the local continuum 
of care system for homeless persons in Cleveland, OH, and the sur- 
rounding Cuyahoga County. In this context, I will cite a particular 
problem we have had with the way the Department of Housing and 
Urban Development has handled a program operated by the Salva- 
tion Army, and give a number of recommendations on how this 
process can be improved. 

The Salvation Army PASS program is one of the most effective 
programs in Cleveland, and is ranked as the highest priority for re- 
newal funding in the 1998 community supportive housing grant. 
But because someone checked the wrong box on their application, 
they were denied funding. 

As you know, the supportive housing grant is intended to help 
homeless people move into some degree of stability. It is not an 
emergency service, it is longer term stability. We have recently 
learned that HUD is reviewing the Cleveland appeal, and there 
should be some resolution of this decision in the next few weeks. 

HUD is a valuable caretaker of the appropriations from Con- 
gress. But we’re just asking that they be more sensitive to the pri- 
orities in our community. The Federal dollars extended to PASS 
and other organizations allowed 200 people over the last 2 years 
to move into some degree of stability. We recommend a few 
changes to the HUD funding process which would maintain com- 
munity oversight of the funding and allow HUD to act as an inde- 
pendent adjudicator to keep some of the local community from 
over-politicizing the process, or strain from the goal of moving 
homeless people into stable living arrangements. 

In Cuyahoga County, we currently see about 22,000 homeless 
people on the streets every year. That’s about 3,000 to 5,000 every 
night. In 1998, according to the U.S. Conference of Mayors report, 
we saw a 15 percent increase in requests for shelter attributed to 
the changes in the welfare system and the lack of a livable wage 
job in the city. 

My agency, which does not receive HUD funding, but represents 
the interests of homeless people in the funding process, has seen 
a number of problems with the current process. One of our biggest 
problems is that the funding for projects that are seeking a renewal 
of their HUD grant require a greater amount of local community 
allocation every year, which is stifling our ability to fill some of the 
gaps in services. In this last year, we have, if we just renewed all 
the projects that have been funded in the past, it would total about 
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$11.1 million, and we have a pro rata share of the allocation of 
about $9.3 million. 

There are minor administrative problems with an application 
that has caused HUD to skip some projects. Many high priority, 
worthy projects in Cleveland have had to wait 1 or 2 years because 
of an error in their application. The local community cannot receive 
technical assistance from HUD on a direct basis. If HUD is a part- 
ner in the continuum, then this blackout period is a hardship to 
the local community. 

There need to be modest changes in the HUD homeless assist- 
ance grant, but we do not believe that H.R. 1073, the HUD block 
grant proposal, is the answer. We do recommend that renewal 
funding for programs that support people in permanent housing 
such as shelter plus care be funded for mainstream housing pro- 
grams for low income individuals, and not the Stewart B. McKin- 
ney funds. 

We also urge you to create a separate NOFA, or urge HUD to 
create a separate NOFA for renewal applications and a separate 
one for new and expanding programs. And we urge some modifica- 
tion of Section 103 of the HUD Reform Act to allow better commu- 
nication between HUD and the municipality in order to improve 
the application. 

We have a daunting task ahead of us, to assist those families 
who cannot successfully make the transition from welfare to work, 
and those who are trying to find housing for low income individuals 
in an environment of fewer affordable housing opportunities in our 
cities. HUD must be a partner in this undertaking by creating 
housing opportunities for homeless people, and should not be rel- 
egated to checking to see if boxes were correctly checked on a form. 

Because I probably won’t get another chance. I’d like to thank 
the Members of Congress for the AmeriCorps VISTA program, 
which we take advantage of. That has had a tremendous impact on 
our agency and our community. 

Thank you. 

[The prepared statement of Mr. Davis follows:] 
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Thank you, Mr. Chairman. I would like to thank the House Goveiranent Reform 
Committee Chairman Dan Burton for convening this hearing today that includes a panel on the 
effectiveness of HUD’s programs for homeless persons. It is a pleasure for me to testify in front 
of a Committee that includes Congressman Dennis Kucinich, who has been a tireless advocate on 
behalf of homeless persons and the organizations that provide services to them. 

Today, I would like to discuss the status of the local Continuum of Care system for 
homeless persons in Cleveland, Ohio and the surrounding Cuyahoga County. In this context, 1 
will cite a particular problem that we have had with the way that HUD h^dled a program 
operated by the SaJvation Army, and give a number of recommendations for how the process can 
be improved. 


Northeast Ohio Coalitioo for the Homeless 
NEOCH was founded in 1989 as a successor to the Emergency Shelter Coalition. The 
new organization was primarily intended as a network for homeless shelter and service provider 
in the City of Cleveland. The mission of the Coalition is to empower and orgofiize homeless and 
at-risk men, women and children to end the cycle of homelessness and poverty throng public 
education, advocacy and the creation of tmrturing environments. NEOCH activities are now 
concentrated in Hve areas: coordination^ empowerment, public education, re^arch, and 
advocacy. As the Executive Director of NEOCH, I aipervise a staff of seven people includng 
three AmeriCorps*VISTA members and two Cleveland State University interns. NEOCH staff 
serve on the Boards of the: Coalition for Housing and Homeless in Ohio, the Shelter Plus Care 
Advisory Board, and other organizations. Additional background on NEOCH is available in 
Attachment 1. 

Homelessness in the Cleveland Area: 

NEOCH estimates that Z2,000 different people are homeless and on the Cleveland 
cit)' streets during each year with 3,000 to 5,000 people on the street on any given night. 
There is currently a 30- to 60-day wait for womCT with children to get a space in an emergency 
shelter. Despite a healthy economy and high employment rates in most market areas, national 
authorities expect that homelessness will increase over the next five years. The increase will result 
from recent-year ch^ges in the welfare system and continued reductions in the stock of 
affordable houring. In 1 998, the City of Clevdand reported to the U. S. Conference of Mayors an 
increase of 15% in total requests for shelter with a 20% increase in requests for shelter by 
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families. These requests were largely denied since of the Cuyahoga County emergency shelters 
are full every day. The fastest growing segment of the homeless population is single women with 
children. In Cuyahoga County, the number of households removed from welfare cash assistance 
rolls far exceeded the number of jobs created in Cuy^oga County over the last two years. More 
information on the extent of the homeless problem is included as Attachment 2. 

Continuum Planning in Cuyahoga County: 

Cleveland is in its infancy with regard to community planning of homeless services. The 
Cuyahoga County community is working hard to get local elected officials and the larger social 
services boards (Alcohol and Drug, Mental Health, etc.) to recognize the need for planning a 
Continuum of Care to move homeless people into permanent housing. The County still has huge 
gaps in services, and homeless service providers must work with refugees from a wide array of 
crumbling systems. The City/County Office of Homeless Services coordinates our local grant 
application. They convene a group of business leaders, social service organizations, government 
officials, and local foundation representatives to act as an independent, impartial planning body. 
The homeless service providers meet to discuss the gaps in services and they rank the programs 
that are seeking funding. This Continuum of Care Planning group looks at the gaps in services 
and ranks the gaps with high, low and medium priorities. Later in the year, they review the 
projects that are requesting support, and attempt to match them with the high and medium gaps in 
services. This planning body chooses the programs that will be forwarded to HUD for funding 
and ranks those programs in order of priority. 

The Northeast Ohio Coalition for the Homeless brings the perspective of individuals who 
have experienced homelessness to the Continuum of Care process. NEOCH assists two homeless 
people who have a vote on the Continuum of Care planning body. NEOCH goes into the 
community and stages meetings with homeless men and women in the shelters and drop-in centers 
to update the gaps in services and then review and rank the programs that are submitting a grant 
to HUD. Typically, 40 to 60 homeless people participate in the review of the programs seeking 
HUD funding. The rankings by homeless people are presented to the final planning body as are 
the rankings of the homeless service providers. 

In Ohio, the rural communities’ combined Continuum of Care application and the 
Columbus/Franklin County application were rated as two of the best applications in the country. 
They both do a wonderful planning process, which is inclusive of elected officials, homeless 
people, and community leaders, Columbus has been ^le to successfully coordinate all the 
systems that touch the lives of homeless people and put them under a large umbrella to do long 
range strategic planning. They have provided advice and their expertise to the staff in Cleveland 
to improve the Cuyahoga County homeless planning process. 

The NEOCH problems with the current local HUD funding process: 

• The local advisory planning bodies do not have the ability to thoroughly review renewal 
applications becmise of the time it takes to address the requirements of the HUD planning 
process. 

* Funding for projects that are seeking a renewal of their HUD grant require a greater 
amount of the local community allocation every year. This is stifling our ability to fill 
some of the gaps in service. 
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• Each community’s pro rata funding level is not published and available in writing to each 
community. 

• Minor administrative problems with an application has caused HUD to skip those projects. 
Many high priority, wortlty projects in Cleveland have had to wait one or two years 
because of an error in their application. 

• The local community cannot receive technical assistance from HUD or HUD funded 
technical assistance agencies after the grant is released by HUD. If HUD is a partner in 
the Continuum of Care planning, then this “blackout” period is a hardship to the local 
community. 

• The directions contained in the application are not very clear especially with r^ard to 
HUD funded programs such as the innovative grants which no longer exist. 

• HUD does not work closely with the communities to improve social service organizations 
that are seeking renewal funding. I-RJD ^aff is busy reviewing the merit of each 
program’s application, but is losing sight of the merit of each program. 

The most egregious example of the problems with the HUD Continuum process: 

The Salvation Army, in October 1996, opened a program called PASS (Pickup, Assessment, 
Shelter & Services). The program was funded in 1 995 under an Innovative component of the by 
the Supportive Housing Program (SHP) NOFA administered by HUD as part of the McKinney 
funds. PASS has had 537 guests with 37% of their potHilation declaring that they were veterans 
of the United States Armed Services. PASS works with outreach workers in the community to 
identify men who have had repeated stages of homelessness When a space becomes available 
PASS staff wll place the individual in a bed. PASS has treatment for drugs and alcohol, job 
counseling, and a housing specialist, but best of all they have a warm family atmosphere. Like any 
good family, they allow the guests to stay until they are ready for independent living. They do not 
pressure the men to move on to other facilities. They help the men with any disability or health 
concern, and then help them find a job. They vrill not allow the men to take a temporary job or a 
dead-end low wage job. Those who have the ability to hold down a job must find a job that will 
allow them to live independently. Then when they have some money saved up, they move into 
permanent housing. Some will need dmly support services, but others can move into an 
apartment without such regular assistance. All receive follow-up calls and continued contact. 

PASS has succeed^ in placing 51% of their clients in permanent housing, a very high 
success rate for a service that caters to the chronically homeless. They have been able to place 
over 200 men In permanent housing in their two years in operation. The PASS program is a 
model for successfully integrating one of the most difficult to serve populations back into the 
community. They received the highest ranking by the community for continued funding. 

HUD is currently resdewing the appeal by the local County with regard to the PASS 
program. NEOCH has strongly urged HUD to review the PASS application, and we are still 
waiting for a decbion on Cuyahoga County’s appeal. 


HUD Continuum of Care 1997 

In 1997, NEOCH did a great deal of work vrith homeless people to assure that their 
opinions were heard by the Continuum of Care committee. Homeless people identified 
transportation as a high priority, which was added to the list of gaps in service. As frequently 
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happens, many of the highest priorities are not addressed, because no service provider steps 
forward to fill many of those gaps in the Continuum. The community, including homeless people, 
ranked a number of programs as high priorities that HUD skipped, which adds to the fhistration 
with the program. The Cuyahoga County community had three programs that were viewed as 
\ absolutely necessary for the community, but did not meet threshold as determined by HUD 
Washington. One of the programs was poorly conceived and poorly written, and HUD 
legitimately returned that one to the community for further development. The other two needed 
only minor changes which could have been attached as conditions for approval of the projects. 

One was housing for the mentally ill to address the growing waiting list for this difficult to serve 
population. The other project skipped was for people who need transitional housing upon 
discharge from the hospital who have some chronic health problems. In fact, these two programs 
made minor changes in their application, and were funded in 1998. 

Our community had to wait an extra year for these much needed programs. There is too 
much concern for the paperwork and not enough about the viability or strength of a project. 

From our experiences in Cleveland, HUD reviews the application, and has refused to fund a two 
valuable programs for arbitrary reasons. Representatives from the local Continuum planning body 
appealed this decision, but did not receive a legitimate reason for their rejection. 


HUD Continuum of Care 1998 

In 1998, the local community submitted 19 projects for support from the HUD McKinney 
funds. Our highest priority for renewal was the Salvation Army PASS program. The PASS 
program was denied funding because of an «Tor in ch^^king the box marked “Renewal” instead 
of a “New” program on the grant application. Basically, there was a question about the status of 
the program since it was originally under a time-limited “Innovative program” initiative, which 
HUD had subsequently discontinued. However, since the program existed for the last two years 
it was logical to check the box “Renewal .” TTiis anall techmcal error has left one of our most 
successful programs without funding. Our community is now struggling to find bridge funding 
for the year to keep the program open. This means Community Development Block Grant 
funding or Health and Hum^ Services funding will be withdrawn from other existing or 
expanding programs to address this crisis in our homeless services safety net. 

One of the highest ranked new programs that sought funding was a proposal to provide 
support services to homeless people coming out of treatment for addictions. This project 
submitted by Recovery Resources of Cleveland was rqected by HUD because the grantee did not 
identify where the clients would stay while they w«e working with the counselors of Recovery 
Resources. HUD could have approved a program the community had deemed a high priority and 
made it a condition of receipt of the funds that they address the client’s housing in their budgetary 
second submission. Because the 1999 funding will be dominated by the large number of programs 
that \rill need renewal funding, the RwxDvery Resources program will have to wait until 2000 to 
apply for funding. 


NEOCH Opposes Block Granting HUD Continuum Funds 

The Northeast Ohio Coalition for the Htwndess does not support H.R. 1073 wbich would 
block grant the HUD McKinney Homeless Assistance Funds. HUD*s involvement in the 
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Continuum of Care program insures that legislative goals are being met. An example is that in 
1999, Congress asked that HUD use more of the firnding for permanent housing. HUD has 
designated a certain percentage of the 1 999 allocation for housing. There are a few simple fixes 
that need to take place to strengthen the current Continuum of Care funding program. HUD 
needs to be involved in the process to provide expertise as a partner in creating a strong planning 
process to move people into stable living arrangements. With a block grant there is a danger that 
the process will be politicized at the local level and the fiinds will be used to support a local 
politician’s pet projects at the expense of the existing programs. HUD acts as an active, impartial 
adjudicator to assure that a fair community process is undertaken and that the funds are being 
used to move people into st^le living arrangements. 

Recommendation: Modest changes need to be implemented in the HUD Homeless 
Assistance Funding, but H.R. 1073 is not the answer. 

Recommended Solutions 

The Northeast Ohio Coalition recommends: 

1. Renewal funding for programs Chat support people in permanent housing such as the 
Shelter Plus Care pro^am should be funded from the mainstream housing programs for 
low income individuals and not the Stewart B. McKinney funds. Funding to keep people in 
permanent housing should be transferred (retaining the same administrative flexibility) during 
the renewal process to the housing authority or the Section 8 program as was previously done 
with the Single Room Occupancy housing component of the HUD McKinney program. 
Renewal funding for permanent housing programs is so expensive that it does not leave any 
additional funding to expand services for the increasing number of people using the emergency 
shelters and shelters in our community, 

2. Create a separate NOFA for renewal ap|dications and a NOFA for new and expansion 
programs. HUD should put out a Notice of Funding Availability on its current schedule 
which would fond only renewal projects. Then three months later put out a second NOFA 
and announce to each community how much money the jurisdiction has left in their pro rata 
allocation for new or expanded programs. Each community would still engage in a long range 
planning process to prepare their applications. The HUD staff should work with the 
community to fond the top priorities submitted. Unless the funding request is absolutely 
outside the HUD parameters or the agency has demonstrated an inability to effectively use 
federal funding HUD staff should attempt to fond projects that a community deems as a high 
priority. 

3. Make HUD a partner in the Continuum of Care process. Since HUD now requires a 
community planning process and the local governmental jurisdiction is intimately involved in 
the process. Section 103 of the HUD Reform Act should be modified to allow communication 
between HUD and the municipality in order to improve an application. HUD staff should be 
allowed to communicate minor problems with an application to the local government contact 
or at least to local HUD staff who could work with the community to improve the application 
before a final decision is made. It should never be the case that a strong program is denied 
funding because of a minor mistake in the application, such as an incorrect check mark. HUD 
staff has to keep in mind that the decisions that are made in Washington have a huge impact 
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on the lives of the homeless people in Cleveland and other cities. If it were not for the 
support of Congressman Dennis Kucinich and other local leaders, in 1998, an incorrectly 
checked box would have made 47 current PASS residents homeless. 

4. Local HUD staff should be assigned to assist municipalities with their applications to 
prevent simple technical errors from subverting a quality program. HUD now staffs 
Community Builders in each field office. One community builder in each office could become 
proficient in the HUD Super NOFA applicatimis and woric with the local Continuum planning 
body to prepare the application. The HUD staff person could review the application and the 
process to help improve the strength of each community's submission. This would require 
this arbitrary “blackout” period in which HUD staff cannot provide technical assistance on 
grants be abolished. One simple correction that could be implemented is to improve the 
directions for the applications. The common problems that tripped up many communities 
should be addressed in the application to reduce those problems in the future. 

5. HUD should take a more active role in evaluating the programs that are seeking renewal 

funding. In too many communities the local ^plicant cannot make the tough decision to 
demand more from an existing service provider. HUD can provide formal guidance to local 
participants including a review of the annual p«formance audit report for each social service 
organization. Locally, there is a sense that an ineffective program is better than no program at 
all. Too often the local applicant will allow a program to stay open when it is having little or 
no impact on the community. The local body that submits the application often recommends 
funding out of fear of creating a bigger gap in the system if that finding is not extended. It is 
^so earier for the local jurisdiction to deflect community opposition to replacing an ineffective 
service provider if HUD is involved in the decision. HUD staff has the knowledge and insight 
to be ^le to communicate to the local jurisdiction the problems with an agency seeking 
renewal funding. HUD staff can compare the projects with other similar programs in other 
cities and can question low success rates by a provider. 

In Cleveland, the McKinney funds have helped many people obtain stable housing. These 
funds leverage other dollars in the community, and assure that we continue to address the 
growit^ homeless population. In the Shelter Plus Care program alone, our community has placed 
over 500 families or adults in permanent housing. The planning process mandated by HUD has 
forced collaboration and a sharing of resources. It has brought d! the stakeholders to the table on 
a regular basis and compelled us to begin to investigate long term solutions to homelessness. The 
process needs some improvement, but is fundam^tally sound. We face a daunting task to assist 
all those funilies who cannot successfully make the transition from welfare to work as we also try 
to find housing for low income individuais in an environment of fewer affordable housing 
opporUinities in our cities. HUD must be a partner in this undertaking by creating housing 
opportunities for homeless people and should not be relegated to looking to see if boxes were 
correctly checks on a form. 
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NEOCH Background 


NEOCH was founded in 1989 as a successor to the Emergen<^ Shelter Coalition. The 
new organization was primarily intended as a network for homeless shelter and service providers 
in the City of Cleveland. 

In early 1990s, NEOCH advocated for greater coordination between the City of 
Cleveland and Cuyahoga County in responding to the growing needs of an expanding homeless 
population in the Cleveland area. The outcome was the creation of a City-County Office of 
Homeless Services (OHS) in 1993. Goals for the OHS included coordination of government and 
the integrating a service delivery system and a creating continuum of care to assure that allows 
homeless people to move into s^ordable housing. 

With the creation of the OHS, NEOCH made a transition from a service provider 
coordinator to a homeless advocacy oiganization. The mission of the Coalition is to empower 
and organize homeless and at-risk men, women and children to end the cycle of homelessness 
and poverty through public education, advocacy arui the creation of mrturing environments. As 
a consequence, NEOCH activities are now concentrated in five areas: coordination, 
empowerment, public education, research, and advocacy. 

NEOCH activities in partnership with the homeless include: 

• the publication of the Homeless Grapevine street newspaper, distributed by homeless 

vendors, 

• co-sponsorship of the Homeless Stand Down service fair, 

• staffing for the Shelter Provider Group, 

• co-sponsorship of an Annual Homeless Conference, 

• sponsorstip of the Homeless Vigil, 

• publication and distribution of the Street Card that lists all the services in the community, 

• the development of a program to successfully place homeless people into public housing, 

• the supervision of a program to offer tutors to homeless children through the 

Araericorp*VISTA program, 

• a Community Voice Mail system for homeless people, and 

• the construction of a host of educational and advocacy activities. 

Brian Davis is the Executive Director of NEOCH and supervises a staff of seven people 
including three AmeriCorps*VISTA volunteers and over 50 community volunteers and two 
Cleveland State University interns. NEOCH also coordinates the activities of over 50 volunteers. 


—Attachment #1— 
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Homelessness in the Cleveland Area 


NEOCH estimates that 22,000 difTerent people are homeless and on the Qeveiand 
city streets during each year with 3,000 to 5,000 people on the sti^t on any given night. 
Nearly 60% of the street population are single, adult men. The other 40+ % are composed of 
single, adult women, young people under age 1 8 who are on their own, and femilies. In 
downtown Cleveland, all emergency and transitional shelters are full every day and have been 
operating at or above capacity for the last two or more years. There is currently a 30- to 60-day 
wait for women with children to get a space in an emergency shelter. 

Despite a healthy «jonomy and high employment rates in most market areas, national 
authorities e>q)ect that homelessness will increase over the next five years. The increase will result 
from recent-year changes in the welfare system and continued reductions in the stock of 
affordable housing. Estimates made by Che U.S. Conference of Mayors and the National 
Coalition for the Homeless suggest an increase of up to 40% over the next five years. In 
1998, the City of Cleveland reported to the U. S. Conference of Mayors an increase of 15% in 
total requests for shelter with a 20% increase in requests for shelter by families. These requests 
were largely denied since all of the Cuyahoga County wnergency shelters are full every day. 

It was estimated that 40,000 American's parents and children became homeless in 1998 
due to their ineligibility for funds under the new federal welfare guidelines and most will seek 
shelter with a family member or friend Others ranaining on welfare in 1999 will lose their 
entitlements beginning in the year 2000. The hardest hit are single women with children — the 
fastest growing segment of the homeless population. Anticipated Federal budget cutbacks will 
also reduce access for homeless and other very poor people to substance abuse treatment, other 
medical treatment, and educational and training opportunities. 

In Cuyahoga County, the number of households removed from welfare cash 
assistance rolls far exceeded the number of jobs created in Cuyahoga County over the last 
two years. The Council of Economic Opportunities of Greater Cleveland reported that the 
number of heads of households cut from food stamps exceeded the number of jobs created by 
almost 4,000 in the last two years. 

HUD reported in 1 998 that 45,000 households (4 1 percent of all very low income renters) 
in Cleveland pay more than 50 percent of their income for housing, many in substandard housing. 
In 1997, the Cuyahoga Metropolitan Housing Authority (CMHA) reported over 1 1,000 people on 
the fHibiic housing waiting list. The Section 8 c^ficate program waiting list, administered by 
CMHA, has been closed since 1994. This inability to access affordable housing in Cuyahoga 
County was made worse by the recent and impending closure of several federally-assisted 
apartment projects. 


•Attadiment 2— 
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Mr. Burton. Thank you, Mr. Davis. We appreciate your being 
here with us. 

Mr. Czerwinski. Before you speak, the gentleman who spoke ear- 
lier from FHA, at the conclusion of our hearing, Mr. Apgar, I won- 
der if we might be able to have you either come back and say a 
few words in response to what they’ve said, or else meet with us 
back in the lounge. I’d like to have some of these questions an- 
swered that they raised. Would you do that? 

Mr. Apgar. Yes. 

Mr. Burton. Thank you. 

Mr. Czerwinski. 

Mr. Czerwinski. Thank you, Mr. Chairman. 

It’s been a long hearing, so I promise to keep my comments very 
brief 

Mr. Chairman and members of the committee, we are here today 
to provide information on GAO’s work on homelessness. Up to 
600,000 people may be homeless on any given night. The homeless 
population, once primarily transient males, now includes women, 
families with children, the mentally ill, and those dependent on 
drugs and alcohol. 

As a result, addressing the needs of the homeless has grown to 
a challenge that far exceeds the ability of State, local and private 
organizations. Recently, several Members of Congress, including 
you, Mr. Chairman, and you, Mr. Kucinich, have asked GAO to 
look into how well the Federal Government is helping these State, 
local and private entities address this need. 

At your request, we’ve initiated a body of work that I’d like to 
briefly summarize today. Last month, we completed a study that 
identified key Federal programs that can potentially serve home- 
less people. Our findings were 50 programs administered by 8 Fed- 
eral agencies can serve the homeless. These include programs that 
are specifically targeted at the homeless, and those that are gen- 
erally available to low income populations which include the home- 
less. 

Over $1.2 billion was spent in 1997 on programs that serve the 
homeless. About $215 billion went to general programs that include 
the homeless in the types of services they provide. The types of 
services they provide include housing, but it’s much more than 
housing, it’s health care, training, et cetera. 

We concluded that coordination is needed if these 50 programs 
are to work effectively to achieve what they’re supposed to. We also 
found there’s a need for better program evaluation, especially com- 
mon outcome measures among the eight Federal agencies. 

Finally, we believe that Federal agencies can make better use of 
the framework the Government Performance and Results Act pro- 
vides for cross-cutting coordination and evaluation. 

Before I conclude my statement, Mr. Chairman, I’d like to spend 
a couple of minutes summarizing reviews we have planned or ongo- 
ing. First, this summer we plan to issue a report that complements 
the study I’ve just described of Federal programs. This report will 
provide case studies on some of the more successful efforts of 
States and localities. Specifically, we’ll focus on how they coordi- 
nate their programs with one another and the Federal Govern- 
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ment, and the use of outcome measures to improve their manage- 
ment of programs. 

Also this summer we plan to issue a report on HUD’s Supportive 
Housing Program. This program recognizes that in addition to 
housing, many homeless people need services such as mental 
health, substance abuse, and employment assistance. Our review of 
over 1,200 providers will, among other things, show the types of 
housing and other services provided, the types of sources of fund- 
ing — Federal and non-Federal — and the importance that the pro- 
viders at the grass roots level place on Supportive Housing Pro- 
grams from HUD. 

I’d like to close by talking about a study that I know has a spe- 
cial interest to you, Mr. Chairman, and Mr. Kucinich. As I’ve just 
described, there’s a myriad of Federal programs that are supposed 
to partner with the State, local and private providers. 

Many of the grass roots providers are very dependent on Federal 
funds. At your request, later this year we plan to study how well 
the Federal, State, local and private priorities mesh, and how close- 
ly the Federal funding matches the priorities that are set at the 
grass roots level. 

This concludes my statement. We’ll be pleased to answer any 
questions you may have. 

[The prepared statement of Mr. Czerwinski follows:] 
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Mr. Chairman and Members of the Committee: 

We are here today to provide you with information on GAO’s recently issued report^ and 
ongoing and planned body of work on homelessness. As you are aware, homelessness has 
persisted in America for decades. While no one knows exactly how many people in the United 
States are homeless, according to the most widely accepted estimate, up to 600,0C^ people may 
be homeless on any given night. Moreover, the causes of homelessness have become more 
complex, and its effects are now more widespread than in the past. The homeless population no 
longer consists primarily of transient adult males but also includes women, families with 
children, the mentally ill, the unemployed, and those who are dependent on drugs or alcohol. 
Addressing the needs of homeless people is often a formidable challenge because many of them 
face a combination of personal, social, and economic problems that prevent them from 
maintaining permanent housing. 

Recognizing that states, localities, and private organizations had been unable to respond to 
the crisis of homelessness in America, the Congress enacted the Stewart B. McKinney Homeless 
Assistance Act in 1987. The McKinney Act was the first comprehensive law designed to address 
the diverse needs of the homeless and was intended to provide both shelter and supportive 
services.^ Over time, some McKinney Act {K'ograms have been consolidated or eliminated and 
some new programs have been added. 

Recently, several Members of the Congress, including you, Mr. Chairman and 
Representative Kucinich of this Committee, have become increasingly concerned about the 
apparent lack of impact that federal programs have had on homelessness. This concern has 
arisen because federal agencies seem to have made little progress in addressing the root causes of 
homelessness, and federal programs seldom focus on preventing homelessness. Some 
congressional leaders are further concerned because, in trying to solve the problems of homeless 


* HnnM>lexsneat: Coordination and Evaluation of Programs Are Essential (RCED-99-49, Feb. 26, 1999). 

^Supportive services include those that provide day care, education, employment and training, legal assistance, healdi 
care, mental health care, and substance abuse treattnent 
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people, the federal government has created a system of programs designoi si^ifically 

to serve the homeless that often mirror existing federal and state social service {wopams that 
serve c^er populations (generally called mainshetnn social service programs) — ^raising questions 
about efficiency in the use of limited federal resources. To address some of these issues, GAO 
initiated a body of woric in 1 998 on homelessness -that we would iiie to describe for you today. 
First, we will discuss the results of a recently completed review, and then we will briefly describe 
four additional pertinent assipinrents that we have started or planned. 

Last month, we completed a study identijfying key federal programs that could potentially 
serve the homeless. Entitled Homelessness: Coordination and Evaluation of ProgramsAue 
Essential, this study identifies 50 programs, administered by eight federal agencies, that eithea" are 
specificdly targeted to the homeless or are nontargeted and thcrefrare available to low-income 
people in general, including tiiose who are homeless. We found tiiat both the target^ and 
“nontar^ted” programs provide an array of services, such as housing, health care, job training, 
and transportation. In some cases, programs q)»ated by more than one agency offer tfie same 
type of servicre. For example, we found that 23 pro^ams operated by four federal agenci^ offer 
housing slices, and 26 programs operated by six agencies o^r food and nutrition services. 

We also determined that over $1.2 billion was obligated in fiscal year 1997 for programs that 
specifically served the homeless and about $215 billion was obligated for programs that served 
Jow-income populations, including the homeless. Aitiiough information is not available on how 
much the funding for nontargeted programs is used to assist homeless people, we estimate tiiat 

a significant portion of the funding is not likely to benefit them. 

Given the multiple agencies and the large number of programs that can potentially serve the 
homeless, we believe that coordination among federal agencies and evaluations of programs' 
effectiveness are essential to ensure that these piogrems achieve their desired (mtcomes in a C(»t- 
effective manner. Through our review, wc found that federal efforts to assist the homeless are 
coordin^ed in several ways, and many agencies have established p^formance rrx^asures as 
required by the Government Performance and Results Act of 1993. For example, coordination 
can t^c place throu^ the Interagency Council tm the Homeless, which brings representatives of 
federal agencies addressing homelessness logger, and through compliance with the 
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requirements of the Results Act. The Results" Ad requires federal agencies to identify 
crosscutting responsibilities, specify in their strategic plans how they will work together to avoid 
unnecessary duplication of effort, and develop ^propriate measures for evaluating thek 
programs’ results. 

We found that most agencies that administer targeted programs for the homeless have 
identified crosscutting responsibilities related to homelessness, but few have attempted the more 
challenging task of describing how they expect to coordinate Iheir efforts widi titiose of other 
agencies or develop common outcome measures. In addition, we found that while most federal 
agencies have established prtxtess or output measures for the services diey provide to the 
homeless through their targeted programs, they have not consistently developed results-oricnted 
and outoonte measures for homelessne^ in their plans. While sonw agencies have dewloped 
outcome measures for their targeted programs, other agencies either plan to develop outcome 
measures in die foture or told us that developing such measures would be too difficult. 
Consequently, we concluded that federal agencies have not yet taken full advantage of the 
Result’s Act and that their efforts could be strengthened through increased coordination and the 
development of common outcome measures for federal programs that serve the homeless. 

To ^dress the other issues raised by congressional leaders, we have started or planned work 
in the following areas: 

• State and Local Efforts to Integrate and Evaluate Programs for the Homeless . To provide 
the wide range of services that homeless people often need, local communities sometimes 
have to find ways to better integrate their services for the homeless with mainstream 
social service systems. In addition, some states are increasing their use of outcome 
measures to ensure that dieir programs do not only focus on providing services, but also 
on the goal of moving people out of homelessness. Our ongoing study will describe how 
soiBS states and localities have tried to (!) link their homeless programs to maimtream 
social service systems to better serve the homeless and (2) use program outcome 
evaluations to better manage their programs. For this study, we identified and visited 
Massachuset^, Minnesota, Ohio, and Washington. According to nafional exp^ on 
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homelessness, these states are generally recognized as having made good progress in 
integrating or evaluating their programs for the homeless. We believe that the examples 
included in our study will be useful to other communities seeking to better integrate and 
evaluate their own programs, as well as provide information that can be used by federal 
agencies attempting similar improvements ^ the national level. 

• Use of Grants Under the Supportive Housins Program to Provide Services to the 
Homeless . The Congress established the Supportive Housing Program as one of the 
nonemergency housing programs under the McKinney Act.^ This program recognizes 
that many homeless people will need supportive services, such as mental health 
treatment, substance abuse treatment, and employment assistance, along with housing to 
help them make the transition from homelessness and live as independently as possible. 

In fiscal year 1997, the Department of Housing and Urban Development obligated $620 
million for this program. These funds were then awarded through a competitive grant 
process to providers of services for the homeless, nationwide; about 60 percent of the 
funds were used to provide supportive services. Our ongoing review of the Supportive 
Housing Program will provide information on the (1) types of housing and supportive 
services that grant applicants provide for the homeless, (2) other sources of federal and 
nonfederal funding that grant applicants rely on to fond supportive service programs for 
the homeless, and (3) the importance of the Supjwrtive Housing Program’s funds to grant 
applicants* programs. To provide this information, we will analyze data obtained through 
a nationwide survey of about 1,200 service providers who applied for Supportive Housing 
Program grants. 


^The Supportive Housing Program was originally established as a demonstration pro^am; the Congress made the 
program permanent In 19S^. 


4 



186 


• Programs That Serve Homeless Veterans , ^cording to the Department of Veterans 
Affaire (VA), veterans make up about one-third of the adult homeless population. To 
address the needs of homeless veterans, over the past decade VA has established a 
number of targeted programs, and in fiscal year 1997 it spent approximately $84 million 
on these programs. Our ongoing review of VA’s programs for the homeless is designed 
to (1) describe the various programs that serve homeless veterans, (2) determine what VA 
knows about the effectiveness of its programs for the homeless, and (3) identify some 
promising approaches that serve the ne^s of different groups of homeless veterans. 

• Barriers to Accessing Services . We also plan to study the barriers faced by homeless 
people when they try to gain access to and use services provided by mainstream social 
service systems. As part of this review, we will determine how existing mainstream 
social service systems can be changed to facilitate homeless people’s access to services. 
Making mainstream programs and services more accessible to homeless people would 
expand the range of programs and services available to them. 


Li conclusion, Mr. Chairman, homelessness has been and continues to remain a formidable 
challenge facing our nation. Given the federal government’s high level of investment and 
involvement in developing solutions to this problem, we believe that addressing homelessness 
will continue to be a priority for the Congress, federal agencies, states and localities, private 
organizations that serve the homeless, and the public. Consequently, work on homelessness will 
continue to be important for GAO, and we look forward to providing the Congress and the public 
with the information they need to address this issue in the future. 

Mr. Chairman, this completes our prepared statement. We would be happy to respond to any 
questions that you or Members of the Committee may have. 

(385796) 
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Mr. Burton. Thank you, Mr. Czerwinski. 

Mr. Edwards, I missed part of your testimony. You’re from Indi- 
anapolis? 

Mr. Edwards. Yes, correct. 

Mr. Burton. You said that a home that FHA had taken posses- 
sion of sat vacant for a long time, then it caught fire and burned 
down? 

Mr. Edwards. Yes. 

Mr. Burton. How long did it sit vacant? 

Mr. Edwards. It sat vacant, even after the fire, almost 3 years. 
It was a real mystery for almost the first year as to who owned the 
house. Several letters were written to the city of Indianapolis. I 
was very uneducated on how to go about finding it, there was no 
marking on the house, there was no information on the house. I 
had no clue who to contact. 

Mr. Burton. Did you ever see anybody from HUD out there, or 
anybody from FHA? 

Mr. Edwards. No. I mean, I didn’t watch the house continuously, 
but no, I didn’t. 

Mr. Burton. Did you ever see any contractor come by and do any 
work on the house? 

Mr. Edwards. Yes, after we sent several letters to the mayor of 
Indianapolis. 

Mr. Burton. How long was that? 

Mr. Edwards. It took about 9 weeks, after a battery of letters 
went to Mayor Goldsmith. 

Mr. Burton. From all over the neighborhood? 

Mr. Edwards. Yes, and phone calls. 

Mr. Burton. Mayor Goldsmith apparently got hold of FHA? 

Mr. Edwards. The city of Indianapolis claimed the property the 
first time. 

Mr. Burton. So it wasn’t FHA? It was the city of Indianapolis? 

Mr. Edwards. Correct. 

Mr. Burton. But it was an FHA house? 

Mr. Edwards. Correct. 

Mr. Burton. Where is this located? 

Mr. Edwards. On 16th Street, on the east side of Indianapolis. 

Mr. Burton. How far east? 

Mr. Edwards. It’s in the 2800 block. 

Mr. Burton. That’s not a bad area out there. I know where that 
is. 

Mr. Edwards. It’s right behind me. 

Mr. Burton. And it sat there for 9 weeks, you got the city of In- 
dianapolis to help you do something, but FHA didn’t do anything? 

Mr. Edwards. Correct. The neighbors pitched in together and 
mowed the yard after they cleaned the property up, for a whole 
year, because once again, had we not done that, we would have had 
grass that was waist high. 

Mr. Burton. But it did sit vacant, even after the mayor got 
somebody out there? 

Mr. Edwards. Correct. 

Mr. Burton. For how long? 

Mr. Edwards. About a year and a half. 

Mr. Burton. A year and a half? 
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Mr. Edwards. Yes. 

Mr. Burton. Did FHA ever come out, that you know? 

Mr. Edwards. They came out. We held a press conference last 
year, and shortly after we held that press conference, they paid 
some attention to the house at that point. 

Mr. Burton. What did they do? 

Mr. Edwards. Boarded it up and secured it. 

Mr. Burton. After a year and a half, they boarded it up? 

Mr. Edwards. Correct. The house had been boarded up prior, 
too, right after it became vacant, it had been boarded up. 

Mr. Burton. By whom? 

Mr. Edwards. I’m not sure exactly whom. All I know is that 
there were boards in place. They had been removed, however. An 
abandoned property tends to draw the worst of our children and 
vandals, however. 

Mr. Burton. But it sat a year and a half before it was re- 
boarded up by EHA? 

Mr. Edwards. Yes, longer than that, actually. 

Mr. Burton. Did any other neighbors see EHA or that they had 
people out there? 

Mr. Edwards. To my knowledge, no. 

Mr. Burton. Did the property improve in quality or did it dete- 
riorate? 

Mr. Edwards. No, the house caught on fire. Actually, it was 
being used, we had made several complaints to our local police de- 
partment about it being used in the middle of the night for people, 
we’re not quite sure what they were doing. We were told that it 
was actually being used for squatters, I guess squatters, people 
that would go in in the middle of the night. It was cold, and they 
would start a fire in the middle of the room and do their drugs, 
because there was paraphernalia inside. 

Mr. Burton. After the property burned down, the claim has not 
yet been settled? 

Mr. Edwards. The claim of the damage of the property owners 
to each side of the house, particularly the house to the east side 
of the house, the houses are in very close proximity to the aban- 
doned HUD house that caught on fire. 

Mr. Burton. They were damaged by the fire, too? 

Mr. Edwards. Right. There was smoke damage and water dam- 
age to that property, as well as some exterior siding and water 
damage, that has to this day not been paid. 

Mr. Burton. Has anybody made a claim against EHA or asked 
FHA about that? 

Mr. Edwards. I’m sorry, sir? 

Mr. Burton. Has FHA been contacted? 

Mr. Edwards. Oh, yes, they have. 

Mr. Burton. Have they responded? 

Mr. Edwards. To my knowledge they have responded on many 
occasions. They want, from my understanding, they want the 
homeowners to do the out of pocket expenses up front and they’ll 
be reimbursed. That was one understanding of it. Another one was 
they should file on their own homeowners, which to me is ludi- 
crous. That’s a mark against your homeowners. Why should they 
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have to take that? Why should their homeowners be responsible for 
something that HUD should be responsible for? 

Mr. Burton. They would reimburse the insurance company, is 
what they’re saying. 

Mr. Edwards. Right. 

Mr. Burton. And how long has it gone unpaid? 

Mr. Edwards. The fire happened November 1997. 

Mr. Burton. In 1997? 

Mr. Edwards. Yes, 1997. 

Mr. Burton. So it’s been almost a year and a half. 

Mr. Edwards. Correct. We had Charles Gardner, the regional di- 
rector of HUD, in Indianapolis in July, and got a commitment from 
him that he would personally process the claim. Still to this day 
we have not seen a penny. 

Mr. Burton. Ms. Jackson, we’re paying $29 a day to maintain 
these homes, and you and your neighbors have been doing the 
work? 

Ms. Jackson. Right. 

Mr. Burton. Who else has been helping maintain them? Has 
FHA helped? 

Ms. Jackson. Please, sir, no, sir. 

Mr. Burton. Have they been paying you $29 a day? 

Ms. Jackson. Not a penny. We had a meeting at NTIC about 4 
or 5 years ago and talked to the real estate. I said, you don’t want 
to do it, you’re not sending anybody out. My and my girlfriend, she 
uses the gas mower, I pick up the trash and sweep. I’m kind of sen- 
ior, and I can’t do that. She has the snowblower, and I do all that. 

We keep it clean. But I did all the nailing. So I told the real es- 
tate person who was taking care of it. That’s when he told me he 
was getting $43 a day. I said, well, you can give me $15 a week 
and I’ll still cut the grass and so on. So my girlfriend said, no, you 
give me the $15. 

Mr. Burton. Was the real estate man that you’re talking about, 
was he being paid by HUD? 

Ms. Jackson. By HUD. You said $29, he said $43. 

Mr. Burton. And he didn’t do anything? 

Ms. Jackson. You weren’t there, were you, sir? 

Mr. Burton. No, I wasn’t there. And how long was this, about 
3 years? 

Ms. Jackson. Three years. 

Mr. Burton. You took care of it for nothing and he was getting 
$43 per day? 

Mr. Burton. Per day. Sounds like a heck of a deal for him. 

Ms. Jackson. Isn’t that a kick in the foot. 

Mr. Burton. That’s a kick someplace else. Did anybody else ever 
come out there besides this fellow? 

Ms. Jackson. No. You know when they finally came, we had a, 
HUD came in the neighborhood, one of the ladies, she came out 
and was looking at property. She came by and saw it, and I said, 
I need to buy this house, because it’s nice, I keep it up for you. 
When you’re getting ready to sell it, sell it to me. She said, well, 
see the real estate man. So I called him, he said, you don’t qualify, 
so I said, OK. That took care of that. 
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Mr. Burton. Let me just ask you a couple more questions, then 
I’ll yield to my friend Mr. Kucinich. I appreciate you inviting some 
of your constituents up here to talk about their problems. 

When Mayor Guiliani of New York came and testified, he talked 
about what he called the broken window theory. He said if one win- 
dow is broken in a neighborhood and nobody fixes it, then other 
windows get broken out and eventually the entire neighborhood 
starts to run down. Did you folks find that to be the case? 

Ms. Jackson. Sure. That’s the reason, if you don’t get up, I can 
say this, it’s my problem, I don’t have nothing to do with it. But, 
sir, I would be lying. Because it has something to do with me. It 
affects me. 

Mr. Burton. It affects everybody in the neighborhood. 

Ms. Jackson. And if it affects me, it affects her and him and 
what have you. So we all have to go together. 

Mr. Burton. Let me just say, Mr. Waxman, in one of his com- 
ments, disputed the initial findings of HUD’s Inspectors General 
that the contractors are not doing the job. He was evidently saying 
that the contractors were doing the job. Everything you guys are 
telling us backs up what the IG said, that they weren’t doing their 
job. 

Ms. Jackson. I was almost to have a fit or something in this 
chair while he was talking. Because I was waiting on him. All of 
you up there so very nice, I was waiting on him. He’s gone, but I 
had something for him. I’m sorry. 

Mr. Burton. He’s still here, I think. 

Ms. Jackson. Well, bring him on. Bring him on. 

Mr. Burton. Excuse me for laughing, Ms. Jackson. You inspire 
great humor in me. 

Anybody else have a comment? Ms. Cincotta. 

Ms. Cincotta. The difference, like when Grace was talking to 
you about the house next door to her in 20 years has had 9 FHA 
mortgages, all the people evicted, when she tried to buy it, they 
said, oh you can’t, you own one, we only help homeowners. The 
only reason that building even existed enough that finally NHS of 
Chicago could get it and rehab it is because she took care of it. 

If you can imagine, nine FHA homeowners, we have helped home 
ownership. The frustration of the selling pitch that we’re helping 
people, well, people, their lives, the community, are destroyed. We 
had a press conference about a year ago to dramatize what was 
happening. This one was one that HUD said they knew, at that 
time they had about an inch or so only. It was locked, the rest of 
the street was taken care of We go to have the press conference. 

An older woman poked me on the shoulder and said, I live across 
the alley, and I’ve got to tell you what happened last night. The 
back is wide open, as you know. Three guys grabbed a 12 year old 
there and raped her. 

You hear this every minute. Now, that was one they said they 
owned. They’re paying somebody for it. And not only are they los- 
ing a great building, but the other things that happen in that 
building, like the rape of this young woman, like other things that 
happen over and over again. They want to pretend it’s not their 
problem. 
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The sad part is they represent us and we’re paying their salaries. 
And they’re still messing us over. 

Mr. Burton. We’re going to ask the gentleman from HUD to re- 
spond, Mr. Apgar, in just a minute. 

Mr. Kucinich. 

Mr. Kucinich. Thank you very much, Mr. Chairman, and I again 
want to thank the Chair for calling this hearing. I think it would 
be important for the panelists to know that I served four terms in 
the Cleveland City Council, working at a neighborhood level. I’m 
very familiar with the problems people have to deal with on a day 
to day basis. 

Whether the problems are in connection with HUD or some other 
agency, I know how difficult it can be. I would sit there as a mem- 
ber of city council and take anywhere from 50 to 70 calls a day 
about concerns that people would have in a community. My pur- 
pose in this Congress is to try to keep the Congress focused on com- 
munity based things. 

Ms. Cincotta, as I mentioned earlier, years ago when the Com- 
munity Reinvestment Act first came out, I know your effort in that. 
You also remember Monsignor Boroni and the effort that was done 
then to try to improve housing for people. We worked together suc- 
cessfully on a project in Cleveland, which I’m proud to say stands 
today as one of the most successful senior citizen projects that’s 
been built in our community. 

I’m very sympathetic to the concerns that have been expressed 
here. I think some of the things that have been said. I’d like to 
point out, I think when Mr. Edwards testifies that HUD should be 
proactive and that HUD should listen to what people in the com- 
munity have to say, I think it’s very valuable. I just mention this 
to the representatives of HUD who are here. 

I think it’s very valuable to open up lines of communication even 
better than they have been, not from a defensive posture. Because 
certainly, you’re on the defensive, but it doesn’t need to be that 
way. There needs to be cooperative communication here. I think 
that’s what will make the system work better. 

I’ve seen the same problems that you speak of for many years. 
Ms. Jackson, you probably remember the Model Cities program 
back years ago that ended up being a disaster, despite the best in- 
tentions of the program. 

So I would like to point out that that testimony I felt was very 
important, as well as the citation of the concerns of Gale Cincotta 
about just what will the privatization function of management and 
maintenance of the single family inventory do or mean. Will it 
mean anything any better? That’s something that remains to be 
seen, for sure. 

I know that as you say, it might be hard to imagine anyone doing 
a worse job. But we want to make sure that we don’t promote 
structures that basically take it out of public access and control. I 
think we have to be impressed, Mr. Chairman, at this testimony, 
because it’s the testimony of people who don’t just live in the com- 
munities, they’re the builders of the communities, they’re the pro- 
tectors of communities. 

But I also think that we need to shift the debate in the sense 
of this process here, admittedly here, is one which sets up kind of 
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a contest between the people and HUD. We need to find a way to 
close that, we really do. HUD obviously has much work to do in 
improving its communication. 

When you look at the size of any bureaucracy, any bureaucracy 
can have failings in that regard, any one of them. I’ve seen it here 
for the time I’ve been in Congress, I’ve seen it when I was at City 
Hall. But it’s not adequate when you come here with these stories 
and talk about the difficulties you’re having. That’s not acceptable. 

Now, Mr. Davis, I had the good fortune of working with him on 
some homeless problems. Frankly, we were told for a while that we 
couldn’t do anything about it. I’m a Member of Congress and I was 
told that. We worked very hard and kept pressing our case. Finally, 
we got the attention of HUD. 

The other thing that I’d like to point out to you is that I remem- 
ber, as a member of city council, some of the other areas that we 
pursued to get help while we were trying to shake up the Federal 
Government. One was trying to make sure the City Hall itself kept 
an active list of the properties and kept inspecting them and 
issuing reports. I found that could be helpful at times. 

But I salute your efforts to try to keep neighborhoods clean, to 
try to keep them livable, to try to make sure that Government is 
responsive. Because if we can’t assure that Government is respon- 
sive, we’re not doing the right thing by the people in being here. 

So I take your participation here with the utmost gravity and se- 
riousness, because this is the reason why I’m in the Congress, and 
I’m sure it’s the same for the Chair. That’s why I appreciated his 
effort in moving forward to get some answers. 

And going back to HUD, let’s find some ways to improve this and 
talk to the people and look at the systemic things that are revealed 
by what they’re saying. Because I really believe, one final com- 
ment, Ms. Cincotta, I really believe that no matter how bad things 
may appear here that we can make them better, that we can 
change them. But it’s only with our efforts. 

So I thank you for being here, because your testimony is part of 
our necessary efforts to improve it. 

Mr. Burton. If the gentleman will yield, he’s on the Democrat 
side. I’m on the Republican side. Let me just say that I think if we 
talk to Mr. Cuomo about the contracts that are going to be let to 
the contractors who will be overseeing these properties, if we could 
jointly talk to him about imposing not only stringent requirements 
on them, making sure they do their job, but also penalties if they 
don’t do their job, in addition to losing their contracts, I think that 
might have a real positive impact. 

The communication you’re talking about should be not just from 
the bureaucracy and the people that work over there, but it should 
be those contractors and those people that are supposed to be out 
there on the firing line taking care of these properties. 

Mr. Kucinich. The chairman makes a good point. I think what 
we’ve heard here today, Mr. Chairman, in conclusion, is we have 
contractors who are not doing their job. We have plenty of testi- 
mony on that. And we have the Department attempting to defend 
itself saying, well, some contractors are doing their job. 

It’s the job of this committee to try to make Government work 
better. That’s our charge, that’s our challenge as well. I look for- 
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ward to continuing to work with the chairman so that we can make 
Government work hotter for you. 

Mr. Burton. We’ll see if we can draft a joint letter to Mr. 
Cuomo. 

Mr. Kucinich. I’d he glad to work with you, and also it would 
he good to have our ranking member involved, Mr. Waxman. 

Mr. Burton. If I can ever talk to him. 

Mr. Ose. 

Ms. CiNCOTTA. Send him to some of our neighborhoods and we’ll 
show him around. 

Ms. Jackson. That’s it. 

Ms. CiNCOTTA. And maybe put him in the basement of one of 
these vacant buildings for a week and see how he comes out. 

Mr. Kucinich. Wait, if the gentleman would yield, and the 
gentlelady would yield, just let me state something. I happen to be- 
lieve there’s not a finer Member of the U.S. Congress than Mr. 
Waxman. I’m not worthy to hold his briefing books, but I will tell 
you this. It’s experience that you have shared that all of us are 
going to take back and talk about what we need to do. I think it’s 
always good as we approach these things, and the Chair knows I 
really believe in this, never to personalize our observations. Be- 
cause when we do that, we really fall short in the mark of trying 
to get things done. 

Ms. Jackson. Please? May I say just one thing? I didn’t mean 
to say that we wouldn’t have gotten along. What we need to do is 
this, and I’ve had this work before, when we had one of the worst 
things in the world, when we were fighting everybody, because ev- 
erybody was doing the neighborhoods and the communities bad. 
You’ve got to sit down with a clear head. You can’t be mad all the 
time, and we can’t always be ready to get one up on the other one. 

We’ve got to sit down and reason together. We don’t need to al- 
ways bring Congress in. We can have some of you all, and have 
some of us. We sit down and clear it up and have a good solution. 
Because we have to have a solution about this, this is 30 years old. 
Thank you. 

Mr. OSE. Thank you, Mr. Chairman. As with Mr. Kucinich, I too 
am privileged to serve on this committee. And as compared with 
Mr. Kucinich, I have the privilege on my side of working with the 
distinguished chairman from Indiana, Mr. Burton, whose briefing 
books I daresay I am probably not qualified to carry, either. But 
we do learn day by day and I appreciate the opportunity to be here. 

I’m especially interested in any of your experiences with respect 
to the base re-use and the homeless communities’ involvement in 
that process. Have any of you been involved in that? Military bases 
that have been closed and subject for re-use, have any of you been 
involved in the process of utilizing all or a portion of those bases 
for homeless or neighborhood services or things of that nature? 

Mr. Davis. We’ve been offered a base in northeast Ohio, but it 
was so distant from the community that it would have been impos- 
sible to transport individuals and get them to services. It was too 
remote. 

Mr. Ose. Absent the geographic distance, what feedback can you 
provide us in terms of the process by which bases scheduled for 
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closing are being offered for use by organizations such as the four 
of you represent? 

Mr. Davis. Our only experience is the one official extending an 
invitation to buy a property, but it was so remote. We’ve had no 
other experience besides that. 

Mr. OSE. Mr. Czerwinski, how about you? 

Mr. Czerwinski. Mr. Ose, we haven’t looked at that program. 

Mr. Ose. Ms. Cincotta. 

Ms. Cincotta. What we found, we work with a group. Coalition 
for the Homeless, in Chicago. A lot of the homeless are Vietnam 
vets. There had been a lot of veterans hospitals closed in the area, 
closed off even to be able to take care of them before they became 
homeless. It seems like that one area of folks, like Vietnam vets, 
nobody wanted to pretend we had a war in Vietnam. My husband 
and I had two kids over there. 

They closed hospitals that should be servicing them even before 
they get homeless. They could be servicing them close in, right 
now, and rehabilitate them. It’s just, nobody cares. 

Mr. Ose. That’s not a housing issue, that’s a job training or med- 
ical services issue. 

Ms. Cincotta. But with the hospital, there’s rooms, there’s beds, 
there’s meeting areas. There are ways to do a lot of things. It’s just 
not — nobody cares. 

Mr. Ose. This is one of those unique circumstances where a Con- 
gressman doesn’t have anything to say. Mr. Chairman, I yield 
back. 

Mr. Burton. That is rare. 

Mr. Allen, you are recognized. 

Mr. Allen. Thank you, Mr. Chairman, and I want to thank you 
for holding these hearings. This is a very important topic to mil- 
lions of people across this country, and I am pleased to be part of 
this discussion. 

Most of my questions are probably for Mr. Czerwinski. But if oth- 
ers want to join in after he’s had a chance to speak, that will be 
fine. 

Just a little bit of background — in Maine, we had applications in 
for the renewal of several homeless programs. At the end of the 
day, after an initial denial, some of those programs were renewed. 
But the Shelter Plus Care program for both the State and the city 
of Portland were not renewed. 

What’s interesting is that there were different perspectives on 
this. My understanding is when you look back at the entire way 
this was done, HUD’s scoring resulted in five of the six New Eng- 
land States receiving less funds in 1999 than 1998, while the eight 
western States each received more funds. Three of the largest fund- 
ing decreases occurred in New England. 

It also showed that the 20 poorest States, with 27 percent of the 
population, received only 14 percent of the funds. If you look not 
in terms of poverty but in terms of how heavily populated a State 
is, the Nation’s 20 least populated States — of which Maine is of 
course one — home to 10 percent of the country’s population received 
only 5 percent of the homeless funding. 

In Maine, the applications for both the city of Portland and the 
State of Maine were done by the same person who had done them 
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year after year. What was interesting is that suddenly, instead of 
being praised, we didn’t even qualify for funding. So the question 
arises, is there a problem with consistency in scoring? As this pro- 
gram has become more competitive, are we evaluating the paper 
and not the program? 

I understand the pressures on HUD, I understand — as the num- 
ber of applications grows, and the funding doesn’t keep pace — how 
applications that have been approved in the past might not be con- 
sidered in the future. 

Here are some issues. First, three questions. Is there a way to 
assure more consistency in scoring year to year? Second, is there 
some way to recognize geographic need in this process, so that we 
don’t have a purely competitive system, which can, as happened in 
Maine, suddenly leave a State without any funds at all? And third, 
I understand that a suggestion was made to perhaps consider sepa- 
rating renewal applications for homeless funding from new applica- 
tions for homeless funding. Is this reasonable? 

Mr. Czerwinski, I’d be interested in your reaction to those three 
questions. 

Mr. Czerwinski. They’re very good questions. Unfortunately, the 
answer to the homeless situation is not a simple one. 

What we are trying to do is first of all, just get a handle on the 
Federal programs that are out there, and then look at the inter- 
action between the Federal Government and the State and locals. 
The kinds of issues you raise are some of those that are coming up 
quite a bit as anecdotes in our filed work. The local governments 
have their priorities, private organizations have theirs, but then 
there’s a mismatch between what we’re hearing from them and the 
Federal Government. 

What we’re planning to do, at the request of Mr. Kucinich and 
Chairman Burton, is to actually go out and pull a sample of appli- 
cations from the local areas. We will then match the priorities they 
have set with those set by the Federal Government. In that way 
we will try to come up with the answers to the very questions you 
asked. If Mr. Burton and Kucinich are willing, we would be quite 
glad to add you to that request and do that work for you. 

Mr. Allen. We would like to be added to that request list be- 
cause Federal homeless funding has been critical for people. The 
State and city just fell off a cliff this year, suddenly there was no 
money where there had been money before. 

I think whether it’s a matter of regulations, whether it’s a matter 
of legislation, it’s an impact that we probably don’t want to see. We 
want to maintain some competition, but we don’t want people to 
fall off a cliff when they’ve been running a highly recommended 
program for years. 

Mr. Czerwinski. When you talk about competitive funding, 
you’ve touched on the paradox of the issue. That is, people want 
to have competitive funding for their projects, but then again, they 
want some consistency. They know they can get funding consist- 
ently from year to year with the formula grant programs. 

But the concern of the homeless advocates is that with formula 
grants, housing and other kinds of services to the homeless some- 
times may fall right off the table. It’s an all or none type of situa- 
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tion under two different scenarios. So what you’re talking about is 
probably the most critical issue. 

Mr. Allen. Thank you, Mr. Chairman. 

Mr. Burton. Thank you very much. 

Let me thank the panel very much for being here. You’ve been 
very informative. I wish I could have heard everything you had to 
say, unfortunately I had to go to another meeting temporarily. 
You’ve not only been informative and helpful, but you’ve been en- 
tertaining, Ms. Jackson. You could make it big as a standup 
comedienne. [Laughter.] 

I thank you very much, we’re going to take everything that you 
say to heart, and I’d like to have Mr. Apgar come back to the table 
so I and my colleagues can briefly ask him some questions. 

Then we’ll adjourn and let everybody go get a sandwich or some- 
thing. 

Mr. Apgar, you’re still under oath, as you know. 

Mr. Apgar. Yes. 

Mr. Burton. First of all, Ms. Jackson said that she has taken 
care of an FHA house in Chicago for 3 years, and has never seen 
anyone from FHA go near the house. She’s been out there taking 
care of the house. I think she said she saw a fellow come by that 
said he was getting $43 a day instead of the $29 a day. 

Have you terminated the contracts of any contractors in Chicago? 

Mr. Apgar. Yes, we have. 

Mr. Burton. You did? 

Mr. Apgar. Yes. 

Mr. Burton. When did you do that? 

Mr. Apgar. Last year we terminated some. I’d have to get the 
exact time. But we have terminated some contracts, including in 
Chicago. 

Mr. Burton. Do you know if one that you terminated was the 
gentleman that was in the neighborhood where she is? 

Mr. Apgar. I’m not sure of that. If he said to her that he was 
getting paid $43 a day, that has to be a misstatement on his part. 
Contractors under the current system are paid on a reimbursable 
basis. So he wouldn’t have anything to reimburse against. 

In the new system, contractors are only paid for selling the prop- 
erties, so that’s what gives them the incentives to maintain and 
process the mortgages. 

Mr. Burton. Could you do me a big favor and check and see if 
that gentleman is still a contractor for you in her neighborhood? I’d 
like to know. 

Mr. Apgar. OK. 

Mr. Burton. Are you aware of any other problems with contrac- 
tors in Chicago? You said you’ve fired a couple of them. Are there 
any others you have problems with? 

Mr. Apgar. Reviewing our contractors, I don’t know of any other 
problems at this stage. We routinely tell contractors if they’re not 
doing their job, if we get a citizen complaint, we’ll notify the con- 
tractor and get them to go out and fix the problem. 

Mr. Burton. If you could give me an update on the Chicago area 
and maybe Indianapolis as well. I’d really appreciate it. That would 
give us a chance to take those two as examples and spot check 
them. 
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Mr. Edwards said that an FHA house in Indianapolis sat vacant 
for a year and a half and then burned to the ground. He said they 
wrote letters, a lot of letters to the FHA, but the only ones who 
came out to look at the house was the city of Indianapolis. Do you 
know if the contractor in Indianapolis is still there and doing his 
job? 

Mr. Apgar. I don’t know about that situation. I know that Mr. 
Edwards talked with our HUD staff about this matter last sum- 
mer. And based on that, our HUD staff took action, including the 
items that Mr. Edwards mentioned, boarding up the property, se- 
curing it as best they could. 

Mr. Burton. And it burned to the ground? 

Mr. Apgar. I don’t believe they said it caught fire, they said they 
had to board it back up. So I believe from his testimony. I’m not 
familiar with the case, the property must be still standing. 

Mr. Burton. It burned down, didn’t it? 

Mr. Edwards. It did catch on fire, and it was deemed unsafe. I 
was told it was salvaged to some poor guy who couldn’t fix it up, 
another nightmare. 

Mr. Burton. So it’s just a shell. 

Mr. Edwards. Yes. 

Mr. Apgar. Just a shell, yes. 

Mr. Burton. What about the people next door there, and their 
compensation for the damages to their houses? 

Mr. Apgar. There was a discussion about that. It’s my under- 
standing we are processing that claim. 

Mr. Burton. Would you check on that and let me know as well? 

Mr. Apgar. Sure. 

Mr. Burton. And along with that last question I asked. I’d like 
to know why this claim since 1997 has not been paid. It’s almost 
a year and a half later. So if you could give me an answer on that, 
too. 

Ms. Cincotta said that a young girl was raped on a property that 
was vacant in her neighborhood. Have you yourself gone to any of 
these neighborhoods to see for yourself how bad the problem is? 

Mr. Apgar. I’ve been in HUD foreclosed properties, yes. 

Mr. Burton. Well, I’d like to have a report on Ms. Cincotta’s 
neighborhood and that house as well, where that girl was raped. 
I think that’s important, if you could take a look at that. 

Let me ask you one final question, then I’ll let you go and I’ll 
go vote, because I’ve got a bunch of votes coming up. Suppose I’m 
a homeowner like Ms. Jackson, and I’m living next door to one of 
the neglected HUD properties. Can you walk me through the spe- 
cific steps that I need to go through to get HUD to take action? 
These people who testified said they’ve called, they’ve written let- 
ters and everything else, and they had problems. Just tell me, 
what’s the quickest way to get action from HUD when you have 
that kind of a problem? 

Mr. Apgar. They should call the HUD office in their area and get 
the name of the contractor. That’s one approach. We have estab- 
lished in many neighborhoods neighborhood watch systems, in 
which cooperation between us and the police department, they’re 
able to get immediate attention. 
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In most instances, there are HUD signs up. I think the IG testi- 
fied there were well over 90 percent of the properties have signs 
which identify who to call. And in this select group of communities 
where we’re working cooperatively with the police officers, we have 
a hotline to the local police department where they can call. 

Mr. Burton. I want to thank you very much, Mr. Apgar, for 
being with us. We’ll be in touch with you and I appreciate the an- 
swers to the questions. Give my regards to Mr. Cuomo and tell him 
that we would like to work with you to make sure these problems 
are solved as quickly as possible. Toward that end, Mr. Kucinich 
and I will probably write a couple of notes over to you. 

Mr. Apgar. Right. Well, obviously I stayed to hear the testimony 
because I think it is important to work with the community groups, 
as we have in the past. Quite frankly, here we have a significant 
disagreement with methods of addressing this problem, with the 
group from Chicago. They have repeatedly asked us to do things, 
which among other things, we’ve not been able to get congressional 
authority for. 

But in terms of the diagnosis of the problem, we appreciate the 
fact that quickly disposing of these properties is in everybody’s in- 
terest. 

Mr. Burton. I think one of the biggest problems, and if you 
could convey this back again to Mr. Cuomo, is it’s extremely impor- 
tant that you have good contractors. If they’re not doing the job 
when you spot check, fire them or fine them, whatever it takes, to 
make sure you get competent people on a job. I think if you did 
that, that would go a long way toward solving the problem. 

Mr. Apgar. Thank you. 

Mr. Burton. Thank you, sir. 

We stand adjourned. 

[Whereupon, at 4:13 p.m., the committee was adjourned, to re- 
convene at the call of the Chair.] 
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